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In the Record 


Twelve Lines on the Future 


By any standard the new year has gotten off to a tumul- 
tuous start. Within a month, business has had to digest 
a record “peacetime” budget proposal, some sensational 
thinking on future taxation, and a wage-price freeze. At 
the same time, it has been kept thoroughly busy negotiating 
the complex transition to mobilization. Progress thus far 
in orienting our basic pattern to a mounting preparedness 
program is examined in this month’s “Business Highlights.” 
Twelve of the most significant factors are discussed in 
some detail in the text. And a chart on the next page 
enables you to study the full dozen of them in twelve 


short revealing lines. 
eee 


More Ice for the Freeze 


The big freeze has come. But it is not yet deep as far 
as wages are concerned. For wage stabilization is some- 
thing different from a wage freeze. Formulas are now 
being devised to permit certain types of increases without 
prior Wage Stabilization Board approval; and, before long, 
management will need to consult the book before granting 
any kind of increase. Moreover, a collective-bargaining 
agreement will not go into effect unless the money terms 
conform with the rules of the WSB. 

In the second of this two-article series, labor economist 
Northrup discusses questions that the WSB must answer 
before a full-blown stabilization policy can go into effect. 
What can be done with escalator clauses, improvement 
factors, interplant and intraplant inequities, and pension 
plans is considered on pages 48-52. 


How Much Are Fringes Worth? 


An important piece of research is represented in the 
check list of fringe benefits included in the BLS series on 
production-worker earnings. Those not included are also 
listed. With wage stabilization an immediate problem, there 
is every reason to believe that more fringe benefits may be 
demanded by labor in lieu of money raises. How to meas- 
ure the value of those now enjoyed by a group of workers 
and arrive at the total compensation they are receiving? As 
the article on “Fringe Benefits in Wage Statistics” points 
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out, earnings and wage rates are often far apart—and to 
both of these, fringe payments may have to be added to 
get total costs. All this is important to today’s problem of 
determining when money raises—or more fringe benefits— 
may be justified stabilizationwise. (Pages 54-59.) 


Steel, Unlimited 


It looks as though we are going to keep our far-away 
lead in steel making. The gradual extension of capacity 
that has been taking place now gives way to giant expan- 
sion plans. ‘These plans mean more than the building of 
new mills. They mean also increased facilities for bring- 
ing in the raw materials, and changes in the market channels 
of the finished mill products. Some of these factors are 
presented in the first of two articles (pages 66-69) . 

eee 


Now Compulsory Sickness Benefits 


To get unemployment insurance benefits, the worker 
has to be able to work. To get payment under workmen’s 
compensation laws, he has to have had an injury con- 
nected with the job. But if he is sick, neither of these 
statutes does him any good. At the present time, four | 
states have laws that provide for compulsory sickness in- 
surance, and other states will be considering passage of 
similar laws sometime during the current legislative year. 
How the four sickness disability benefit laws now operating 
differ, how much they cost the worker and the employer, 
and who does the insuring are discussed beginning on page 76. 

eee 


Looking at Several Things 


The prodigious baby giant that is the television industry 
is viewed from behind its fast-fleeting flickers on pages 
72-74. The giant may grow less fast and will have to 
continue to take a bow in only black, gray and white... ._ 
Better hold on to that television set; to that car, radio, 
house, refrigerator, lawn mower and washing machine. For 
replacements may be slower in coming. Gasket glue, a coat 
of paint, and patchwork of various kinds are likely to take 
precedence in the American mind over the dictates of © 
fashion and new model-ism. (Pages 64-65.) 
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Business Highlights 


THE SHIFT IS ON 


“This is a semifinal shift; only total war could have greater 
implications for business” 


reflected in Mr. Truman’s three messages to 

Congress in January has worked another radi- 
cal alteration in the business environment. Business 
now looks grimly ahead to a repetition of the early 
years of mobilization for World War II. 

So the shift is on—from a predominantly civilian 
economy to an economy dominated and directed by 
the military demands of government. This is a semi- 
final shift; only total war could have greater implica- 
tions for business. 

The broad patterns of business activity can thus 
be expected to change radically during 1951. Some 
patterns, of course, have already changed. The rates 
of steel production and machinery output—business 
series that are classroom examples of wide and erratic 
fluctuation—have been holding steadily at capacity, 
and it is no longer a forecast to say they will remain 
there throughout the year. Credit controls and, to 
a lesser extent, materials problems have produced a 
sharp contraction in residential construction,’ while 
industrial building rose to new records in January. 
In the last two weeks of December supply problems 
were causing a scattering of layoffs in automotive 
parts, metal fabricating, radio and electrical equip- 
ment plants. Fear of future price rises, shortages, and 
quality deterioration have made January depart- 
ment store sales look more like Easter, and retail 
demand has backed up heavily into the wholesale 
markets. Prices have continued to move up almost 
without interruption since the end of October. 

But these are only symptomatic of the fundamen- 
tal changes that will emerge as the free play of mar- 
ket forces is gradually superseded by government 
directive. 

The background of the new pattern can be sketched 
briefly. The economy now faces record pressures from 
three sides. Personal income is running at an annual 
rate nearing $235 billion, 9% above a year ago and 


1A slight rise in housing starts in December resulted from unusually 
favorable weather conditions. 


Lg | THE GREATLY increased international tension 


Progress of Defense Spending and 
=~ Changes in Other Key Sectors 
“oa ee a 
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3% above the average rate in the last half of 1950. 
The shift toward higher-paying defense jobs, plus 
longer hours and plus possible small increases in the 
number employed may keep this income rate rising 
regardless of any wage freeze.1 Even assuming only 
a moderate rise in the short run, consumers’ dispos- 
able income in the next six months might average out 
at an annual rate of $215 billion. That would be 3%- 
4% above the average rate in the last half of the year 
just ended. 

And business itself, stimulated by accelerated de- 
preciation allowances, is planning record consump- 
tion of its own output for plant expansion. Indica- 
tions are that such expenditures should reach $22 
billion in 1951, or about 20% above the 1950 level. 
Allowing for the rise in capital goods costs, the physi- 
cal volume of plant expansion should be more than 
15% above 1950.7 


CUT IN CONSUMER GOODS 


Two of the major civilian components of demand 
on output are thus running at new highs.® Mr. 
Truman’s budget message has set military demand, 
the major government component, at a level approxi- 
mately three times the $17 billion annual rate of 
the last half of 1950. At the same time, he gave his 
unqualified blessing to private industry’s plans for 
expansion, and even suggested a few plans for gov- 
ernment expansion in public power. So personal con- 
sumption is in for all the contraction that will be 
necessary if the sum of the slices is not to exceed 
the pie.* 

Measuring very roughly, the $35 billion increase 
in the proposed rate of military spending over the 
rate in the last half of 1950 might mean an eventual 
fall of 15% to 20% in civilian consumption of goods 


1In spite of the wage stabilization action of October, 1942, total 
personal income and wage and salary disbursements continued up- 
ward throughout World War II. Average hourly earnings in manu- 
facturing industries increased more than 10% in the year following 
stabilization. 

2For analysis of the expansion program in the steel industry 
see pp. 66-69. 

8Residential construction activity, a third civilian component, 
may be cut back about $5 billion, but at least part of this cutback 
may reappear as defense housing. 

4For discussion of the relationship between consumption expendi- 
tures and living standards see pp. 64-65. 
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and services. That is the outside measure, however. 
How deep the cut will be and how rapidly the decline 
will take place depend upon the success that will at- 
tend our efforts to expand total output and the rate 
at which military expenditures will rise to their an- 
nounced new level. With a view to the first of these 
factors, Mr. Truman has proposed a lengthening of 
the work week in some industries, additions of women 
and elderly workers to the labor force, and an im- 
plicit partial exemption of the labor force from the 
draft through concentration on 18-year-olds. 


EXPANSION TAKES TIME 


But over the short run, the physical expansion 
program could take more out of output than it will 
add.t And prospects for enlarging the labor force 
are not bright. Impending hikes in personal income- 
tax rates may drive additional women into the em- 
ployment market in efforts to maintain living stand- 
ards. On the other hand, the unemployed reserve 
already in the labor force is small. And even though 
inductions into the armed forces are confined to low- 
age groups, the military’s demands for 1.3 million men 
in the first half of 1951 represent about two years of 
normal additions to the labor force. 

So the conclusions of a great many analysts over 
the past two months still stand: there is little possi- 
bility of any very substantial increase in total out- 
' put of goods and services in the first half of 1951. 

The rate of increase in military expenditures is 
therefore the major key to the emergence of the new 
pattern. Going into the new year, expenditures were 
running at an annual rate of about $20 billion, which 
is far below what would be necessary to spend the 
remaining authorization for the fiscal year 1951. But 
experience of the last war suggests that it might 
move up fast. 

For example: between July and December, 1941, 
the rate® rose from $12 billion to $22 billion; between 
January and June, 1942, it jumped from $25 billion 
to $46 billion. (In the first of these periods the rate of 
increase in our armed forces was considerably below 
the projected rate for the first half of 1951; in the sec- 
ond period it was somewhat more rapid.) And these 
jumps were at a price level roughly 50% below the 
current level. Military pay rates were also much 
lower. So the same increase in military manpower 
and purchases today might produce double the in- 
crease in the spending rate that occurred in 1941- 
1942. 

A jump in current spending to $35 billion by mid- 

1The steel expansion program affords a striking—although not 
necessarily typical—example. Over the first six months of 1951, 


the program may well consume more steel than will be produced 
by the capacity additions in that period. 


*See “The Business Outlook for 1951,” Studies in Business Eco- 
nomics, No. 27, January, 1951. 


*Excluding foreign aid. 
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year, and possibly $45 billion by December, thus 
seems well within the range of possibility. That 
would mean a decline in the flow of consumer sup- 
plies of 5% to 10% by midsummer. And any marked 
upward revision in the projected size of the armed 
forces could push the December spending figure con- 
siderably higher. Pay and subsistence expenditures 
can rise simultaneously with increases in the size of 
the armed forces, without the lags for contract nego- 
tiation, tooling-up, and design changes that impede 
the rise in expenditures for military hardware. 


COST OF A SOLDIER 


At present prices and military wages, pay and sub- 
sistence expenditures average about $3,500 a man a 
year. So the proposed increase of 1.3 million men 
scheduled for the first half of 1951 would alone raise 
the spending rate by about $4.5 billion. And a fur- 
ther increase of 2 million men—an increase that 
might come quickly with all-out war and has, in 
fact, been suggested even now—might add another 
$7.5 billion to the rate. 

How to fit military expenditures of this size into 
an already pressurized economy with a minimum of 
frictional loss and a maximum of equity—objectives 
that frequently conflict—is the problem facing Mr. 
Wilson & Co. In its outline and in much of its de- 
tail, it is identical with the problem faced by Messrs. 
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Nelson, Henderson and Byrnes in the early years 
_ of World War II. 

Of course, the nation’s economy is much bigger 
today. Measuring from 1940 to 1950, output of 
goods has increased by about 40%; steel capacity and 
agricultural output by 25%; electric power capacity 
by 70%; the labor force by 15%. But this increased 
size does little to simplify the problem. What solace 
such figures offer is fully offset by the fact that this 
expanded system is already fully engaged. It is 

_tougher to reallocate resources in use than to direct 
the application of unemployed resources. 

There is still little reason to believe that current 
efforts to solve the problem will take forms very dif- 
ferent from those of the last war. Regulation W, 
the excess-profits tax, the DO order system, the ESA 
voluntary freeze applying an historical earnings test 
to prices—all these bid fair to be the precursors of a 
long line of parallels to World War IT experience. 


WE'VE BEEN HERE BEFORE— 


_ Thus there may be much to learn from a close in- 
spection of our mobilization in the early Forties. 
Where do we stand now, measured against our mo- 
bilization of a decade ago, with respect to the dis- 
tribution of our output and manpower? How far 
have we advanced along the road to the full mobiliza- 
tion we achieved in 1943-1944? Where are we relatively 
behind, where ahead? And what does our present 
position suggest with regard to controls, taxes? 

The charts on page 42 portray the trends of a 
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dozen key variables in the mobilization picture as 
they moved in the period 1940-1942. They include 
a group on manpower distribution, size of armed 
forces, size of military expenditures, and distribution 
of output. In order to permit comparison with cur- 
rent levels achieved in a bigger economy, most of 
the series have been expressed as relatives: the pro- 
portion of budget expenditures devoted to defense; the 
percentage of total manpower in production work; 
the ratio of the index of durable goods output to total 
output, etc. Against each historical series our posi- 
tion as of June, 1950, and as of the year-end have been 
plotted as arrows to indicate the current rate of 
movement along the trend of the World War II mo- 
bilization. 


—BUT WITH DIFFERENCES 


Of course the relevance of World War II trends 
for today’s situation needs careful qualification. If 
history repeats itself, it does so usually with enough 
variation to confound the crystal ball. Particularly, 
the profound psychological impact of a declaration of 
war suggests that the trend of business indicators in 
1942 must be heavily discounted as guides unless po- 
lice action by the U.N. passes into national hostilities. 

Even so, a look at the charts seems to confirm the 
value of past experience. In general, business trends 
since Korea have moved in accord with the World 
War II mobilization pattern. Some of the parallels 
are obvious, of course. Military expenditures have 
risen in absolute amount and as a percentage of total 
federal budget expenditures. .The size of the armed 


Fadoral Tax Receipts and Gross National Product: What Part of Output, Can the 
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forces has-increased in absolute figures and as a per- 
centage of the total labor force. 

But other parallels may be less obvious. Hours 
worked have already risen materially. The distribu- 
tion of the labor force has shifted toward production 
work and, within the production sector, toward dur- 
able goods and away from nondurable goods. Output 
of the former, and particularly that of machinery, has 
increased faster than total output. 

Of the twelve series charted, only one has failed 
to conform. The output of transportation equipment 
—including aircraft, ships, trucks, and railroad loco- 
motives and rolling stock (and automobiles) —has not 
yet begun to rise significantly as a proportion of total 
output. But this departure from expectations is in- 
formative too. Certainly it sheds some light on the 
possibility of raising military expenditures quickly, 
on the thinking behind the steel set-aside programs for 
ore boats and railroad equipment, and on the freeing 
of aluminum supplies for aircraft. 

When viewed as an indication of where we stand 
now relative to our previous mobilization, the twelve 
series show considerable dispersion. For example, our 
military spending, as a proportion of total federal 
spending, is now at levels experienced late in 1940, 
while the current level of employment, as a percent- 
age of the labor force, was not reached until almost 
the last quarter of 1942. 

In fact, the four main groups—military expendi- 
tures, size of armed forces, distribution of civilian 
manpower and distribution of output—are not syn- 
chronized in the same way as in the early Forties. 
Our expenditures now compare with early 1941; so 
does the general distribution of output. But the size 
of armed forces and the utilization of civilian man- 
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power average out at levels prevailing at the time of 
Pearl Harbor. 

Similarly, the four measures within the manpower 
group show significant differences from the pattern of 
the last mobilization. Employment and hours worked 
are at 1942 levels, and the concentration of pro- 
duction workers in the durables industries has risen 
close to 1942 levels. But the proportion of produc- 
tion workers to nonproduction workers is still back 
at late 1940. 


INDICATIONS OF NEW PATTERN 


It is still too early to spell out all the implications 
of these relationships. Some of the differences in tim- 
ing may still reflect differences in the state of the 
economy prior to mobilization, in which case they 
might be expected to contract or disappear as mobili- 
zation progresses. Other differences may be normal 
aspects of the new pattern. Nevertheless, it can at 
least be said that in many ways the production stage 
is already set for a level of military expenditures and 
military output much higher than the current level. 
This again suggests that military spending may go up 
fast in the first half of 1951. 

Further, the data indicate that, while employment 
and hours worked are already at levels that may make 
further expansion of total output difficult, there is 
still considerable room for increases in output of fac- 
tory goods through a shift of nonproduction workers 
into production. How much more can be expected 
from this shift is indicated roughly by the fact that 
28% of those employed in the nonagricultural sector 
are now in factories. By the end of 1943, 36% were 
in factories. 

As a final comment on the relative state of our 
mobilization, the twelve indicators now average out 
at the third quarter of 1941. That’s about three 
months before Pearl Harbor and six months before 
the General Maximum Price Regulation of World 
War II. 

In one other important area the economy has made 
rapid strides in the direction of the World War II 
pattern. In June, 1950, the wholesale price structure 
—the relationships among the price levels prevailing 
in various: industrial groups—was significantly dif- 
ferent from what it was in March, 1942, the base 
date of the World War II price freeze. Although all 
major price groups had risen considerably above their 
March, 1942, levels, some had moved much faster 
than others. (See chart, page 44.) 

Since June, however, those prices that were rela- 


tively behind in the general upsurge of all prices have | 


moved up much more rapidly than those that were 
relatively ahead. For instance, in June prices of 
textiles and their products weré about 42% above 


_their March, 1942, levels, while prices of metals and 
their products were up about 66%. But by Novem- < 
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ber, textile prices had jumped to 72% above March, 
1942, while metals prices rose only slightly to 74%. 
So the price structure now looks much more like 
March, 1942, than it did in pre-Korea days. 

Apart from the rate of rise in military expenditures, 


_ the federal tax policy also promises to play a major 


role in shaping a new pattern of business. The Ad- 
ministration’s fiscal objectives have been formalized 
in the pay-as-you-go philosophy announced in Mr. 
Truman’s budget message, and, earlier, in the Council 


. of Economic Advisers’ report on “The Economics of 


National Defense.” Pay-as-you-go represents a radical 
departure from the practice, if not the philosophy, of 
the last war. In the fiscal year 1940, net tax receipts 
were 57% of federal expenditures. By the fiscal year 
1943 they had fallen to 28%. In 1942, when budget 
expenditures—after adjustment for changes in the 
price level—might be roughly at levels projected for 
1952,? the amount financed through borrowing was 
more than double what we paid as we went. 


THE TAX PROSPECT 


The budget message has asked for—without speci- 
fication—additional legislation that would yield about 
$16 billion in the fiscal year 1952. That would be a 
30% increase over the estimated $55 billion yield of 
the current law. If gross national product in the 
fiscal year 1952 were to fall below $350 billion—a very 
real possibility if prices and wage rates do not aver- 
age more than about 10% above current levels—the 
total burden of $71 billion would set an all-time record 
for the percentage of the value of output of goods and 
services preempted by taxes. 

Evaluation of the impact of the proposed hike in 
the tax take must wait on decisions of Congress as to 
where and how heavily any new imposts will fall. 
Those are bound to be difficult decisions. Neither the 
excess-profits tax rate nor the schedule of individual 
income-tax rates is yet at levels reached late in World 
War II, but both are already well above 1941 levels. 
Normal and surtax rates on corporate income are far 
above wartime. Excise rates are as high as they have 
ever been. 

Under present law, the distribution of tax revenue 
among the three major sources—corporate, individual, 
and excise—is very similar to the distribution at the 
end of World War II. Bureau of the Budget estimates 
for the fiscal year 1951 indicate that, of all receipts 
from these sources, individual income taxes will have 
yielded about 50%, corporate income taxes about 
31%, and excises about 19%. (Possibly because of the 
steadily rising trend of corporate profits—before taxes, 


1For the statistical reader: in June, 1950, the standard deviation 
of the percentage changes was 42% of the mean change. By Novem- 
ber, 1950, it had fallen to 25%. : : ; 

2The two would be very close if the price level in the fiscal year 
1952 were to average about 10% above current levels. 
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the Bureau’s estimates of the tax yield of current law 
for the fiscal year 1952 show somewhat different pro- 
portions: 49%, 36% and 15%, respectively.) 

In the late Thirties, before the wartime increases 
in corporate and personal rates, the proportions were 
altogether different, with excises yielding about 40% 
of the total, individual income taxes about 31%, 
and corporate taxes about 29%. But it is worth not- 
ing that the shift has been mainly between individual 
taxes and excises; the proportion supplied by the 
two combined has shown relatively little change. 

An increase in any of the three types of taxes has 
a theoretical strike against it already (which suggests 
that Congress may find it politic to split any further 
raises among all three). A boost in the excess-profits 
rate will have to meet the argument that marginal 
rates above 77% may well reduce managerial incen- 
tive and hinder growth in precisely those industries 
that are essential for war. Nondefense industries, on 
the other hand, may balk at any further jumps in 
the corporate normal and surtax rates, on the ground 
that they are already being hit much harder than 
during wartime.’ Increases in personal taxes at the 
lower end of the income scale will meet labor resist- 
ance; increases at the upper end have already been 
frowned on in some measure by the Council of Eco- 
nomic Advisers as not reaching the income that is 
being spent, and hence not helping on the inflation 
front. And broad excises may be condemned as re- 
gressive, even if certain necessities are exempted, and 
even if they are applied at the manufacturing level, 
where they meet the further objection of tax pyra- 
miding. 

ALBERT T. SOMMERS 
Division of Business Economics 


1But even these industries, whose tax liability is relatively heavily 
influenced by the normal and surtax rates, may find a rise in these 
rates more palatable than a steepening of the EPT. 
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The Aged and Society—The social, medical and economic 
aspects of this topic are explored by a group of fifteen 
experts, and from their research come many proposals for 
action by the government, industry, and labor. Industrial 
Relations Research Association. Twin City Publishing 
Company, Champaign, Illinovs, December, 1950. $3. 


The Regulatory Process in OPA Rationing—An attempt 
“by an insider,” to describe those aspects of rationing 
rule-making that would have universal applicability or 
interest and utility to all administrative officials. Victor 
A. Thompson, Kings Crown Press, New York, 1950. $5.75. 


WAGE STABILIZATION ISSUES* 


Now that we have the Wage Stabilization Board, how will it 
meet the challenge? The goal is simple but the issues are 
complex. Nine of these issues are discussed below. 


|. Escalators in the Way 


\ X 7 HEN General Motors and the United Auto- 

mobile Workers first hitched their contract to 

a cost of living formula in 1948, they had 

few emulators.1 When, however, GM and the UAW 

renewed their contract in 1950 for a five-year, rather 

than a two-year period, union and management in- 

terest increased: for here was a formula designed to 

maintain labor peace and to stabilize labor relations 
for a long period. 

Nevertheless, it was the impact of the Korean war 
that set off the widespread use of the GM type of 
agreement. It was a type that appeared tailormade 
for a period of rising prices and increased labor scar- 
city. A tabulation by Taz Conrrrence Boarp shows 
that a minimum of 1,700,000 workers are now cov- 
ered by such agreements.” 

Escalator clauses that tie wages to a cost-of-living 
index are not new in either peace or wartime. During 
World War II, the War Labor Board also had to deal 
with such provisions. It generally did so by freezing 
the escalators at the maximum of the Little Steel 
formula—that is, 15% above the January 1, 1941, 
wage-rate level. Actually, however, very few es- 
calator clauses were then in effect. And no major 
collective agreement was affected by freezing the 
escalator clauses. Now, however, most of the auto- 
mobile industry, the railroads, and many companies 
in other important industries, are parties to escalator 
agreements—along with some of the largest and most 
powerful unions. 

Obviously, there is tremendous pressure upon the 
Wage Stabilization Board to permit escalators to work 
unhampered. In fact, escalator clauses may possibly 
be an administration policy—the railroads and the 
railroad brotherhoods recently signed a GM-type 
agreement in the White House after mediation by 
Presidential assistant John R. Steelman.® If so, the 
issue would then be decided for the Wage Stabilization 

*The second in a series of two articles. The first one, on “Organizing 
Wage Stabilization,” appeared in the January number. 

14 chart picture of the GM agreement may be found in the July, 
1950, Business Record, pp. 254-256, 292. 

2From “Cost of Living Provisions in Union Contracts,” Studies 
in Personnel Policy, No. 113, soon to be published. 

3Members of the railroad unions have so far declined to ratify 
these agreements. 
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Board, which had no part in the making of the rail- 
road agreement. 

What will happen if escalator clauses are permitted 
to run unhampered will, of course, depend upon the 
effectiveness of other controls. If the cost of living 
should be stabilized, escalator clauses would be neu- 
tralized. If, however, the cost of living continues to 
rise, escalator clauses will increase the upward pres- 
sures on prices and tend to step up the wage-price 
spiral. 

Beyond the possible inflationary effects of escalator 
clauses are matters of equity. There is, on the one 
hand, the question of “keeping faith” with more 
than 1,700,000 persons working under such contracts. 
This aspect has been stressed by both management 
and labor officials who worked out these agreements. 
But there are millions of industrial workers and many 
more white-collar, administrative and executive per- 
sonnel, as well as others in nonmanufacturing pursuits, 
for whom no escalator provisions exist. 

If the Wage Stabilization Board should freeze 
escalator clauses, unions that are a party to such 
agreements would demand wholesale revision of con- 
tracts. They would argue that the escalator provi- 
sions were a part of a total agreement and that de- 


Advice before Leaping 
Seven questions were posed by the Wage Stabilization 
Board to the industry-labor conference called for 
January 10-12, 1950. These questions are discussed 
as follows in this article: 
Question Article Section 
Time equities.......... lll. Time Lags 
Cost-of-living ad- 


justments ............ l. Escalators in the Way 
Specific future 
increases ............ Il. The Improvement Factor 


Industry vs. area 
stabilization ...... 

Wage adjustments 
within a plant...... 

Substandard rates 


IV. Interplant Inequities 


V. Intraplant Inequities 


OF PAY cee ee VIII. Substandards 
Other economic : 
benefits .............. IX. Fringes 
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mands they had relinquished to reach an agreement 
would have been won if the escalator clause had not 
been accepted. 

The labor unrest that would result could be serious 
for the times. Any stoppages would not only cut off 
production and decrease supply, but would also in- 
crease the upward pressure on prices. 

Another method of dealing with escalator clauses 
would be to work out a compromise between the two 
extremes. Escalators would be permitted to operate 


_up to a level and then be halted. This would be a 


sort of Little Steel formula technique. Increases 
would be permitted to all those who as of, say, March 
1, 1951, had not received an X% increase since June 
25, 1950. After that, cost-of-living increases would 
be barred. 

Such a formula, or any similar compromise, would 
have its inflationary aspects and would also upset ex- 


isting agreements. It might, however, be a workable 
solution. 


ll. The Improvement Factor 


Historically, unions have generally shied away from 
escalator agreements. When, for example, the United 
States Steel Corporation proposed tying wages to 
the cost of living in 1936, the newly organized CIO 
steelworkers’ union turned the proposal down on the 
ground that cost-of-living agreements prevented work- 
ers from improving their real standard of living. 

To meet this objection, the GM-UAW agreement 
provides for an annual “improvement factor” that was 
set at 3 cents an hour, a year in the initial 1948 agree- 
ment and raised 1 cent an hour in the 1950 five-year 
pact. A majority of the cost-of-living agreements 
examined by THe ConrerENce Boarp contain an im- 
provement factor to be added to basic wages at speci- 
fied future dates. These increases are not subject to 
change as a result of changes in the cost of living. The 
improvement-factor concept and the strong prospects 
of future inflation have at least temporarily changed 
many unions from opponents to advocates of cost-of- 
living wage agreements. 

The improvement factor is a commitment to grant 
wage increases in the future. Like the escalator 
clause, it resulted from the give-and-take of collective 
bargaining and its use spread under the impact of 
the Korean conflict. 

If the Wage Stabilization Board should permit the 
improvement factor to operate, contractual stability 
would be served and large-scale contract renegotia- 


tion avoided. If this policy is followed, however, 


those who have contracted for future increases would 
have special advantages under wage stabilization that 
would not be shared by most wage and salary em- 
ployees. 

It is perhaps significant that the railroad agreement 
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negotiated in the White House contains only the 
proviso that if improvement factors are permitted as 
a matter of stabilization policy, such an increase-may 
be negotiated. This may be an indication that ad- 
ministration policy in this regard calls for freezing fu- 
ture annual improvement increases. altogether; . or 
that improvement increases will be allowed only up 
to a certain amount—for example, that based upon a 
modernized Little Steel formula. : 

Still another method of handling the improvement 
factor would be on a forced savings basis. This could 
be done in various ways. For example, the improve- 
ment factor might be paid in nonnegotiable United 
States savings stamps and bonds purchased by com- 
panies for this purpose. Such stamps and bonds 
might mature either on a definite future date, such 
as ten years from time of issuance, or at a specified 
period at the conclusion of the emergency. Special 
provision might be made for use of these bonds for 
such emergencies as chronic illness. Whether this 
plan is administratively feasible remains to be dem- 
onstrated. It does appear to be a means of maintain- 
ing stabilized wages by a minimum interference with 
collective bargaining. 


lil. Time Lags 


Allied with the escalator and improvement-factor 
issues is that of contract time lags. Stabilization as 
of a particular date would be unfair to large groups of 
workers whose contracts did not permit them to nego- 
tiate salary increases prior to that date. Some formula 
is therefore likely to be devised to equalize such in- 
equities. 

No formula is inequity-proof. If, however, a date 
far enough back is selected and an amount or per- 
centage increase permitted from that date, rough 
justice might result. For example, selection of a 
date around mid-1950 could be made and a stipulated 
increase permitted since that date. Many workers 
would have already received as much, or more, than 
the increase. Those who did not could be permitted to 
do so. 

If this method should be chosen, all escalator and 
improvement-factor clauses would be included in the 
permissive increase. The question of whether future 
contracted-for escalators and improvement increases 
should be allowed must then be decided. 


IV. Interplant Inequities 


The straw that nearly broke stabilization’s back in 
World War II was the “interplant inequity” approach. 
This concept permitted increases where it was shown 
that wage rates were sufficiently below comparable 
plants in the industry or locality to result in gross 
“interplant inequities.” 
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Under this doctrine came an immediate flood of 
cases. They clogged up the War Labor Board’s ad- 
ministrative machinery, especially since sufficient data 
were not available to determine proper interplant re- 
lationships.1 More important from the stabilization 
angle was the threatened wage upward seesaw. In at- 
tempting to arbitrate cases in which the interplant in- 
equity criterion was raised, Professor (now Senator) 
Paul Douglas commented: 


ee 


. . 1 don’t want to start an argument on this, but I 
sat on the Knoxville case. The Knoxville union con- 
tended we should level the scale up more closely to the 
Chattanooga scale, and in my award I think you will 
find a reference to the fact that I thought we ought to 
eliminate some of these pockets in the South. But now, 
if Knoxville claims you should level up to Chattanooga, 
and then the Chattanooga printers say we ought to main- 
tain a differential over Knoxville—I mean, just where do 
we get off on that?” 


Because there was no place to “get off,” the inter- 
plant wage spiral had to be ended. It stopped in 
April, 1943, when President Roosevelt issued Execu- 
tive Order 9328, the hold-the-line order. Thereafter, 
the War Labor Board devised the bracket formula. 
After detailed wage surveys, a regional war labor 
board selected the minimum and maximum cluster of 
“sound, tested and stable rates paid by employers 
for a particular job classification in a particular indus- 
try and labor market.”? These minimum and maxi- 
mum ranges were termed a bracket. Anyone who was 
being paid less than the minimum of a bracket could 
be raised to the minimum, but rates within the bracket 
could not be changed on the basis of interplant in- 
equities. 

The interplant inequity problem is likely to be 
aggravated if stabilization is attempted on both an 
industry and an area basis. This was done during 
World War II. Then most industries were stabilized 
on an area basis, with regional boards acting as the 
agent for the National War Labor Board. However, a 
number of important industries, such as shipbuilding, 
building construction, shipping, trucking and non- 
ferrous metals, were handled on an industry basis 
through industry-wide commissions or panels.* Re- 
gional board chairmen complained that industry com- 
missions tended to stabilize wages at levels that some- 
times disregarded area conditions and therefore re- 
sulted in interplant inequities in the regions. 

The present Wage Stabilization Board will un- 
doubtedly be compelled to evolve a policy on inter- 
plant inequities. Whether it will adopt the bracket 
formula, or a facsimile thereof, remains to be decided. 
The experience of World War II demonstrates, how- 

1See “Organizing Wage Stabilization,” January Business Record. 
Termination Report of the National War Labor Board, vol. I, 
Pp 


. 230. 
See “Organizing Wage Stabilization,’ The Business Record, 
January, 1950, pp. 17-18. 


ever, that, if wages are to be stabilized, the inter- 
plant inequity criterion must be carefully controlled. 


Y. Intraplant Inequities 


Equally as important as the relationship of wages 
among plants is the relationship of wages within a 
plant. The latter problem, known as the intraplant 
inequity or reclassification problem, was involved in 
a significant number of the wage matters which came 
before the War Labor Board. Some intraplant cases 
were relatively simple; for example, involving a claim 
that wage differentials between certain skilled and 
semiskilled work were either too large or too small. 
Others, however, were extremely complex, such as 
those that involved the reclassification and simplifi- 
cation of the entire wage structure in the steel in- 
dustry or the establishment of the first real wage 
classification for the West Coast airframe industry. 

There was a tendency for the intraplant inequity 
criterion to be raised more often in the latter years 
of the World War II stabilization program.* 

To prevent the use of the intraplant inequity cri- 
terion as a device to circumvent stabilization, the 
WLB finally adhered to a policy, first announced 
in March, 1945, to limit increases requested on this 
ground to a maximum plant average of 1 cent or 
1% an hour, except in unusual circumstances. 

As during World War II, a policy to handle intra- 
plant inequity cases must be worked out for the 
present emergency. But the number of intraplant 
inequity cases may be considerably less this time be- 
cause wage structures have already been through the 
stabilization mill once, and intraplant inequities in 
many instances thoroughly examined. 


VI. Individual Increases 


How to permit individual merit, service and pro- 
motion increases without upsetting wage stabiliza- 
tion was a difficult problem during World War II. 

At first, the War Labor Board gave! blanket au- 
thority to industry “to grant, without [War Labor] 
Board approval, individual increases for merit, length 
of service, promotions, and reclassifications, or result- 
ing from the operation of an apprentice or trainee 

Termination Report of the War Labor Board, vol. I, p. 275. 


“The reason is well set forth by the ditty sung by a 
WLB staff quartet to the tune of “Yankee Doodle: ” 
"When your wage rates far exceed 
The Minimum of the bracket 
And Substandards is no lead 
We've got a better racket 
"When there is no other slant 
Under stabilization, 
Base your case on intraplant— 
Just say reclassification." 
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system.” Gradually, however, the board was forced to 
narrow this freedom because it was abused too often 
as a circumventive device for getting around wage 
stabilization. Its General Order No. 31, issued in 
May, 1943, limited merit increases to two a year for 
an employee, required the increases to be limited to 
one half of a plant’s labor force (except where special 
permission was granted because of fluctuations in 
employment), and limited the amount of any one 
merit increase to one third of the difference between 


. the minimum and the maximum rates for the job. 


Similar restrictions were placed on other types of in- 
dividual adjustments and ongrates for promoted or 
newly hired employees. 

The individual increase tends to be a compromise 
between what is possible to enforce and what is neces- 
sary for wage stabilization. Individual increases are 
very difficult to police, and any control over such in- 
creases depends considerably upon management and 
union cooperation. Hence, controls over individual 
adjustments may have to be flexible and not too tight 
if they are to be workable. Developing such a policy 
is no easy task. 


Vil. Attracting Manpower 


In a free labor market, wages are a tool to attract 
and to hold manpower. To what extent can wage 
policy perform this function under wage stabilization? 

During World War II, the War Labor Board re- 
sisted most attempts of unions, employers or pro- 
curement agencies to use wages as a direct means of 
controlling the flow or distribution of manpower. It 
just was not practical. The manufacturer of machine 
guns would plead for higher wages so that he could 
produce more weapons, and he would exhibit a letter 
from the Army testifying to the critical need for his 
product. But where was this manpower? In the 
same labor market area would be a shipyard, the 
urgency of whose work would be vouched for by the 
Navy; and an airframe plant, for which the Air Force 
wanted higher wages so as to secure more manpower. 

Generally, therefore, the War Labor Board stabil- 
ized wages on the basis of industry and area, and re- 
fused pleas to grant special increases in order to fur- 
ther the ability of an employer or industry to hold 
or to obtain manpower. This policy was based on 
the sound premise that more manpower was avail- 
able for one plant only by taking it from another 
plant, and that the war effort of one plant was presum- 
ably on a par with that of the other plant. 

The WLB did make a few exceptions to this gen- 
eral policy. For the most part, these exceptions in- 
volved either industries located in isolated areas or 
industries in which the work was particularly un- 


‘pleasant. The first group is illustrated by nonferrous 


metal mining where the needs for manpower were 
so critical that the Army furloughed ex-miners on 
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condition that they go back to the mines. As to the sec- 
ond type of exceptions, they were made, for example, 
to expedite foundry work that was creating a ma- 
jor bottleneck in war production. In such cases, the 
WLB carefully set forth the reasons for its special 
action and reaffirmed its policy of taking such action 
only under very special circumstances. 

The Wage Stabilization Board will undoubtedly be 
faced at an early date with the problem of whether to 
use wages as a means of shifting or holding manpower. 
In contrast to the pre-World War II period, the in- 
ception of the present emergency finds employment at 
peak levels and unemployment at a minimum. In- 
dustries and plants receiving defense orders are al- 
ready searching for manpower. The pressure is strong 
to use wages as an incentive. The danger, however, is 
that it would result in merely a shift of labor from 
one critical area to another only equally critical. 

Allied to the problem of manpower and wage con- 
trol is that of selective versus over-all wage control. 
If selective controls are adopted, the tendency will 
be to place them on those industries which are pro- 
ducing the most critical defense items. The wholly 
civilian, the luxury and nonessential industries would 
be the last controlled, and therefore would have an 
advantage in attracting manpower during the selec- 
tive control period. This could cause serious wage- 
rate and labor-supply problems for a long period. 


Vill. Substandards 


During World War II, the War Labor Board per- 
mitted adjustments in all cases in which the workers 
were receiving “substandard” wages. This rate was 
originally set at 40 cents an hour, which was the 
minimum wage in the Fair Labor Standards Act of 
1948. This was later raised first to 50 cents an hour 
and then in 1945 to 55 cents an hour. 

The Fair Labor Standards Act was again amended 
in 1949, when a minimum rate of 75 cents an hour 
was set. Whether the wage stabilization . policy 
should deal with any questions of substandards 
is yet to be determined. On the one hand is the argu- 
ment that the Fair Labor Standards Act does not 
cover all industry that will be subject to stabilization 
and, therefore, the Wage Stabilization Board should 
permit wages to rise to the federal legal minimum. A 
second argument goes further and would have the 
Wage Stabilization Board raise the substandard rate 
from 75 cents to whatever higher rate would be con- 
sistent with cost of living. 

Opposed to these views is one that maintains that 
a wage stabilization program is not operated for 
the purpose of correcting inequities or distortions in 
the wage structure or of disturbing existing differ- 
entials. Minimum wages in this view are a program 
for Congress and not for a, wage stabilization board. 
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Therefore, wage policy stabilizers should not be con- 
cerned with substandard rates except in rare instances 
where the rates are obviously untenable. 


IX. Fringes 


During World War II, fringe items were adopted by 
the War Labor Board as a method of letting off steam. 
Although wages were largely frozen, benefits in the 
form of fringes were rather freely granted, especially 
where there was no dispute over the matter. Vaca- 
tions, holidays, shift differentials, health and welfare 
plans were all widely used during World War II. 

The spread of fringes has continued since World 
War II. In addition, contracts in 1949 added the 
company pension plan to the widely used benefit list. 

The present Wage Stabilization Board may find a 
fringe benefit policy difficult to arrive at. So far, 
labor says to leave fringes out of stabilization. In- 
dustry says to count fringes in the calculation of 
wages. Between these two extremes a policy must 
be adopted. But it is not likely to be that of World 
War II, because the fringes are already there, and 
there is a limit as to how many more can be granted 
in a letting-off-steam policy. The WSB might, for 
example, give an extra week’s vacation, an extra holi- 
day or two, might extend the labor sickness plan, 
or give a few cents more for the night shift—but 
these just about exhaust the possibilities. The board 
will have to adopt a policy that somehow brings the 
labor and industry points of view into balance; and 
this policy will certainly have to take into account 
the fact that the fringe items are already widely and 
extensively accepted. 

One of the most difficult problems of all involves 
company pension plans. Suppose, for example, a 
worker employed in a nonessential industry where 
his benefits include a pension should be let off and 
forced to work in a war industry. Should he lose 
that pension? 

If he takes the pension with him, how about the 
worker in the same war plant who has no pension? 
What good would it do to give pension benefits to a 
war plant where employment is largely for the dura- 
tion? Can the government underwrite a number of 
pension. plans written under a variety of conditions 
and often on a pay-as-you-go basis? 

These questions will have to be answered in order 
to solve not only wage but manpower problems. Just 
how to answer them is certain to be one of the prize 
headaches of the wage and manpower administrators. 

The problems involved in the collectively bargained 
pensions so thoroughly discussed in 1949 have come 
into focus more sharply and much sooner than anyone 
could have predicted. 


Hersert R. Norturup 
Division of Business Economics 


Price -Wage Relationships 


HE wage-price spiral continues. Increases m 

average hourly earnings and longer weekly hours 
raised weekly earnings to $62.06 in November. This 
is a hike of more than $3.00 a week over the June 
level. Tue ConrerENce Boarn’s compilation of wage- 
change announcements in November showed money 
as the main settlement, with ten cents the predomi- 
nant amount. 

Longer hours for manufacturing industries are re- 
flected in the average work week of over forty-one 
hours in November. This is an increase of more than 
half an hour over the past five months. Partly off- 
setting the rise were shortened hours in automobile 
assembly plants, due to change-overs, and the normal 
seasonal declines in industries closely allied to con- 
struction. 

Workers’ costs are rising, too, as the consumers’ 
price index edged upward another half of one per cent 
in November. Prices are now almost 3% above the 
June level, compared with the 5.5% increase in aver- 
age weekly earnings over the five months. All major 
budget groups except rent showed higher prices in 
November as compared with October. Housefurn- 
ishings prices still continue to lead the trend. 


INTERPRETING THE FIGURES 


Two of the measures used to determine real wage 
changes are the consumers’ price index and average 
weekly earnings. Relating these two series would 
give the desired result if all the factors of workers’ 
pay and costs were included in the statistics. Actu- 
ally, there are some important omissions. Thus the 
change in real wages obtained requires some interpre- 
tation. 

For example, the consumers’ price index shows that 


Ten-City December Data 


In December, consumers’ prices were increased 
1.7%, according to complete data for ten large cities. 
(These cities account for more than 56% of the popu- 
lation weight for the 54-city index.) Food prices 
rose 3.2% in the month from November to Decem- 


ber. All major budget groups rose over the month. 
Other increases were: : : 


Gloting ch aoives Ue pr caee 0.9% 
Housefurnishings ........... 1.5% 
Housing ato soceee eet. fae 0.1% 
Binal 0 t3.3:5 ithe eeoken cn aie 0.2% 
Sundries so .a shee cu eee 0.6% 
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prices were more than two thirds again higher in 
November, 1950, than they were in 1939. Average 
weekly earnings of production workers have increased 
over one and a half times during the same period. 
This would mean a rise in real wages of 56%. 
Several important facts are not taken into account 
in this computation. No allowance is made for the 
rise in taxes that the average worker has had to 
pay. And in 1939, he didn’t have to worry about 
federal income taxes. In November, 1950, withhold- 
ing taxes took away almost 6% of the gain in real 
wages for a worker with three dependents. But he 
still had a gain of 50% in real wages. The increase in 
social security taxes took another 1%, giving an in- 


crease of slightly less than 50% in real wages taken 


home in November. 

Of course, substantial gains in nonmonetary bene- 
fits that have been granted since 1939 are not taken 
into account in average weekly earnings. Special 
bonuses, retroactive pay, payroll taxes paid by em- 


ployers, and welfare benefits are not reflected in 
weekly earnings.! 


STILL A SUBSTANTIAL GAIN 


The consumers’ price index is also subject to criti- 
cism as a measure of workers’ costs. The further away 
we get from the period on which the expenditure 
patterns are based, the less likely it is that the index 
measures accurately the change in prices. 

Another criticism that may be leveled at the wage 
figures is that increased hours of work will be re- 


See “Fringe Benefits in Wage Statistics” beginning on next page 
of this issue. 
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flected in increases in real weekly earnings.. An ap- 
proximation of the average straight-time hourly earn- 
ings eliminates this bias, although it is still subject 
to the other qualifications mentioned above. 

An average worker with three dependents, working 
a forty-hour week in 1939 and in November, 1950, 
would have found his pay increased 130%. Because 
of the price rise, this would have been an increase of 
38% in real earnings. So his take-home pay, after in- 
come and social security taxes were taken out, would 
have shown an increase of 34% over the 1939 level. 


Laurence D. De TrupE 
Statistical Division 


Purchasing Power cf the Dollar 


100 


CLOTHING SUNDRIES HOUSE- FOOD 


FURNISHINGS 


0 : 
HOUSING FUEL 


+ Source: THE ConFERENCE Boarp 


Consumers’ Price Index for Fifty-four United States Cities, and Purchasing Value of the Dollar 
Index Numbers, January, 1939=100 


i Clothing Fuel? nek. Punhelise 
hted Li ’ 
Date Pes er Food Housing! ee Sundries saiset: 
AN Tema Total Electricity 
Best 5 | 204.0] 118.7 129.6| 92.6| 102.0| 147.2] 155.3| 62.3 
te ele pelea ioe 200.9 | 113.7 130.1 | 92.6| 102.0] 147.5 | 155.3| 62.7 
Annual average...... 161.3 | 207.2 | 112.7 128.3| 91.8| 101.6] 150.8] 154.0] 62.0 
130.5 |. 92.6 | 101.8ri 147.6 | 155.4| 62.6 
ao ia ant Peon Sh Te ee. ae 131.2 | 92.6 | 102.67] 147.9] 155.4] 62.9 
rbotakis a Daa aR 159.7 | 201.0| 114.8 131.5 | 92.7] 102.5r| 147.7| 155.5 | 62.6 
Goa ee ogee 160.0} 201.00] 115.2 132.3 | 92.6] 102.3r| 148.1| 155.9| 62.5 
Misteeiie ae 161.0 | 204.5 | 115.4 199.7 | 92.8| 102.37] 148.1] 155.9| 62.1 
J eae 162.21 907.7| 115.3 129.5 | 92.8] 102.37} 148.3] 156.1| 61.7 
5 Re hae ame aly 164.3 | 213.5c| 115.8 130.0 | 92.8] 101.5r) 148.9] 156.3| 60.9 
BGS A ao) 164.9 | 213.5| 115.9 131.4 | 92.9| 101.47] 153.4 | 157.2 | 60.6 
pila a hae igi tae 165.9 | 214.6d| 116.0 132.1| 92.9| 101.47] 156.8] 158.0| 60.3 
ARIS tg aa 166.0] 213.5e 116.3 133.0| 92.9| 101.3r/ 160.4 | 158.1] 60.2 
a aie es 166.8 | 214.8] 116.3 133.2! 92.8! 101.1] 163.31 168.71 60.0 
Percentage Changes ! \ 
O24 v0.1). s0.2 | +8) 04 Os 
, 1950...) +0.5 | +0.6 Ori. £110 pies [o-0. 6.) 3 ‘ 
See ie 1950..| +3.9! +5.3! .+2.3 | 43.5] 44.4] 42.71 +2.8! +0.2 0.9! +10.9| +2.2 3.7 


1Rents surveyed quarterly, January 15, April 15, 
July 15, Oct. ib, fren Nov. 1949, ‘road anuary 


1950. age 
2Includes electricity and gas. 
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3Rents surveyed quarterly for individual cities from 
1950, forward. 

trent on food prices for January 16, 1950. 4 

bBased on food prices for April 13, 1950. rRevised. 


cBased on food prices for July 18, 1950. 
dBased on food prices for September 14, 1950. 
eBased on food prices for October 16, 1950. 


Check List of Fringe Benefits and Other Items in BLS 
Series of Production Worker Earnings* 


Total Average. 
pore Pagrolla Hourly Earnings! 


Include Exclude Include Exclude 


“Fringe” Benefits Paid for by Employers 
Time worked at premium rates: 
Overtime vac. Neer rcthtee ata nomen ou Eel ua 
Special shifts (night, holidays, etc)...............--.0.005- 
Time paid for but not worked: 
Vacations taken during pay period reported?............... 
Hi Glidayate hc cat picwtr tae carat anid iis sete apetere 
Portal-to-portal time?a-cc5 44 cee oe 66 Cecrsio we ee sspe eee 
Stand-by time earned and paid regularly each pay period’... 
Rest periods, lunch periods, etc................-200 ee eeee 
Jury, witness and voting time.................200----000- 
Sicksleavesczyan se erkeek cers mek Sea anend ouahenomerins a sed Rens 
Guaranteed work week, payments required under........... 
Authorized absences iene ito Acele Shean paste itt sles retake 
Employee welfare benefits: 
Company contribution only) 
jWorkmen:s compensationcr -cccee. © + ee ss siren ee icriete ce 
{Old Age and Survivors’ Insurance.................--+--05 
t+Unemployment Compensation................02..-+0000ee 
{Temporary disability insurance....................0200005 
IPENStONS Se ees sak eT eae oa Te RE ee ANE he 


x 
xX 


AMP MPH 
PAPA RPP PS os Pd 


argrgeseanagaaas 


PAA 4 4 4 


Group insurance (life, health, accident, hospitalization)..... . ave: 
Profit-sharing payments paid regularly each pay period?..... x 
Medical services. cra eres aren Ooo, ae oy ees é 
Severancespay wiats 2 eetee nace een hase cysTae oct sees tounere ls 
Hinployeeidiscounts)-casacan mere sca er on oe 
Recreation and chibsienaodyc user oaks node Sida eee > 

Free meals, fuel and other payments in kind............... er: ae oo 
Bonuses earned and paid regularly each pay period’......... x ae x 
Illness or injury (amount paid in excess of legal requirements) . 336 “fei 
Cafeteria and restaurant (deficit only)..................... 
Hducationalrefunds:: tcc saat eee Cee tae 
Militaryainduction pay act suns aedes ee ena, oo Rieine 
Special employee clothing. ....199 hee eee eee ae 
Safelycapparatus, ete sie. tne os oe em ens Wie eames 
Suggestions, payments fora. ae eee ee 
Administrative cost of employee benefits.................. 


Wages Paid by Employers ~ SARS Be 4S 45 
Straight-time wages for time actually worked................ 
Retroactive payers onal. lace, orate oe aoe Aes 


Selected Items Paid by Workers! 
(Worker contribution only) 
AWith holding, tax. teen aceite fob a ee main ne Date 
Old Age and Survivors’ Insurance......................-.4 
Unemployment Compensation....................ee00eeeee 
{Temporary disability insurance.....................--e000- 
Employee government savings bond purchases.............. 
Wniondues ees. Spcet epee tees Se ek CEN rc hee 
Group insurance (life, hospitalization, etc.)................. 
Perisionsplans) Wea’ Magiers ear ee ee ean ee ae ae tok 
Spécial clothingiallowancessn sem nee see ee eee ste x aie uae x 
Damaged work kicie ease hoa SR oe oe xX ane AIS xX 


Par Pa pS bd: bd bd bd bd bd bd 4 
P44 4 bd bd: 


14 24 4 4 bd bd bd 9: 
teil ll aia 


4: 
ce 


AK rd 
APA 4 PA 4 4 


*Regarding this check list, the Commissioner of Labor Statistics has commented that it “is of course true on an item-by-item 
count” that “few fringe benefits are included in BLS statistics. But,’ he continues, “if the cost or importance of the payments were 
considered, then perhaps it might be demonstrated that, for many industries, BLS statistics do include a substantia proportion of 
fringe payments. In view of the fragmentary data on the costs of fringe payments, it may be premature to state categorically . . . 
that ‘average hourly earnings cannot be regarded today as a close approximation to the average cost of employing labor for an hour.’ 
For many industries, our figures may be sufficiently close to be useful.” 

{Legally required payments, 


_ The items would be treated similarly in the average weekly earnings figures, since they are the product of average hourly earn- 
ings and average weekly hours. (See summary of BLS methods of computation in box on p. 56). 


If workers elect to work during vacation period, only actual hours worked by such workers are included; cash payments for 
vacations not taken are excluded from payroll total. 


‘If paid irregularly, payments are not included in payro!l total. 
‘Chiefly those usually deducted from worker’s pay check by employer, who acts as agent for government, labor unions, etc. 


aThese items are included in terms of production worker’s earnings, but are exc uded for purposes of indicating employer's 
costs. (See text.) ¢ ae i 
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[ FFICIAL WAGE DATA PREPARED BY 
the United States Bureau of Labor Statistics 

are relied upon heavily whenever the price of 
labor is investigated. Yet most users of BLS data 
have only a general impression of whether any or all 
of the fringe payments are included in the official gov- 
ernment statistics.1 Actually, a few are included; most 
are not. 

Pensions and health and welfare plans have been 
widely adopted by steel and other industries during 
the past few years. The number of workers covered 
by such benefits has doubled since 1948. These bene- 
fits represent both new costs to employers and a sub- 
stantial addition to wages paid for time worked. But 
none of the costs for employee welfare is reflected in 
BLS average earnings. In addition, pay for time not 
worked is inadequately treated for purposes of meas- 
uring employers’ total labor bill. 

In discussing the extent to which the BLS series 
reflects these extras, it is helpful to begin with a 
brief review of what figures are reported, what they 
are meant to show and how they are compiled. 

The chief comprehensive measures the BLS makes 
available each month are average weekly hours, aver- 
age hourly earnings and average weekly earnings.” 
These data relate solely to production and related 
workers. They specifically exclude office, sales, ex- 
ecutive, managerial, supervisory (above the working 
foremen’s level) , technical and professional personnel.* 

Currently, such figures are issued for total manu- 
facturing, the durable and nondurable goods sub- 
divisions, 21 major groups of manufacturing indus- 
tries, close to 200 separate manufacturing industries 
and for approximately 50 nonmanufacturing activities. 
For the most part, they are on a national basis, that 
is, they represent the average in the whole country, 
although hours and earnings in manufacturing for re- 
cent years are also reported for virtually all states 
and for some selected areas. 

The BLS earnings figures are not identical with 
wage rates or total labor costs, and should not be con- 
fused with either of them. A wage rate represents 
the amount of money paid a worker for a specified 
unit of time, usually an hour (or for a specific unit 

1Fringe payments is a catch-all term popularly used to describe 
payments to workers over and above wages paid on the basis of time 
worked or production completed. 


2The bureau also publishes, for selected industries, average hourly 
earnings exclusive of overtime, average weekly earnings in 1939 dol- 
lars and net spendable average weekly earnings. These series are 
all derived from the basic “gross” figures discussed here (See “Wages 
Up—Any Way You Look at Them,” The Business Record, October, 
1950). 

8Production and related workers are defined as working foremen 
and all nonsupervisory workers (including lead men and trainees) 
engaged in fabricating, processing, assembling, inspection, receiving, 
storage, handling, packing, warehousing, shipping, maintenance, 
repair, janitorial, watchman services, products development, auxiliary 
production for the plant’s own use (e. g., power plant), and record- 
keeping and other services closely associated with the production 
operations. 
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of output in the case of piecework). But hourly or 
weekly earnings represent the amount of money actu- 
ally received by him (before withholding tax and 
other deductions) . . 

A worker may put in overtime or work on extra 
shifts for which he is paid at premium rates, or re- 
ceive bonuses, and other special stipends. Thus his 
actual hourly earnings exceed his basic wage. These 
factors, which are superimposed upon wage rates 
to yield hourly earnings, are extremely variable, so 
that average hourly earnings tend to fluctuate within 
short periods, while wage rates are usually stable for 
a relatively longer time.t 


EARNINGS vs. RATES 


Not only may there be a difference in dollars and 
cents between wage rates and earnings at any given 
time but there may be differences in the magnitude 
of change over a period of time shown by the two 
series. For example, wage rates increased 42% be- 
tween January, 1941, and April, 1947 (latest date 
available because of discontinuance of series) as com- — 
pared with a gain of 76% in average hourly earnings 
and 81% in average weekly earnings. 

Some of the factors which might cause earnings and 
wage rates in an establishment or industry to diverge 
are changes: (1) in overtime pay; (2) in the relative 
number of skilled and unskilled workers; (3) in the 
proportion of high and low-paying plants; (4) in the 
relative number of piece-rate workers; (5) in the pro- 
ductivity of pieceworkers; and (6) upgrading or down- 
grading. All these factors would affect earnings even 
though wage rates remained the same.? 

The reporting techniques used by the Bureau of 
Labor Statistics are such that many of the payments 
made today on behalf of the worker are not reflected 
in average hourly or weekly earnings. Thus earnings 
have not represented employers’ total labor costs. 


METHOD OF COMPUTATION 


The hours and earnings figures published by BLS 
are based on monthly reports provided by establish- 
ments that cooperate with the bureau. They supply, 
on a voluntary basis, employment, payroll and man- 
hour data for the weekly pay period ending nearest 
the fifteenth of the month. The averages are com- 
puted solely from this information. 

The formulas used to derive hours and earnings 
are roughly: 

1A verage weekly earnings are equal to average hourly earnings times 
average weekly hours. Therefore, these observations similarly apply 
to weekly earnings except that the latter is also affected by fluctua- 
tions in the length of the work week, part-time work, stoppages for 
varying causes, labor turnover and absenteeism. 

For a discussion of the relationship between wages and earnings, see 
“Industrial Wage Rates, Labor Costs and Price Policies,” TNEC, 
Monograph No. 5, Washington, 1940. 

2The factors affecting wage rates and earnings (hourly, weekly, 


spendable and annual) are discussed in detail in “Wages Up—any 
way you look at them,” The Business Record, October, 1950. 
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Man-hours 
Weekly hours = Employment oyment 
Payroll 
Man-hours 


Weekly earnings = Weekly hours x hourly earnings 


Hourly earnings = 


The methods of.computation are described in more 
detail in the accompanying box. But it is obvious 
from this. description that the manner in which the 
terms payroll and man-hours are defined determines 
the items included in the derived average hourly 
earnings series. 

-For convenience, the definition used by the BLS 
has been incorporated into a check list on page 54. 
All fringe benefits! and other pertinent items have 
been listed, with their BLS inclusion or exclusion 
shown. 


MOST FRINGES OUT 


_. Except for profit-sharmg payments and bonuses, 
none of the costs for employee welfare is reflected in 
average hourly earnings. Even these two items must 
be paid regularly each pay period to be considered 
part of the payroll. Employer costs for private pen- 
sions, welfare funds, workmen’s compensation, as well 
as employer contribution to OASI and other legally 
required social security plans, are also excluded. So 
are the amounts paid for group insurance, medical 
service and many other extras. 

What about pay for time not actually worked (va- 
cations, holidays, sick leave, etc.) ? Here the answer 
is not so clear cut. These payments are included by 


‘Differences of opinion exist as to the benefits which belong in the 
category of fringe issues. All payments other than straight-time 
wages paid for time actually worked or production completed have 
been listed so as to get complete coverage of the amounts employers 
spend on behalf of their workers. 


the BLS in the payroll. Such time is also considered 
part of the man-hour total. Consequently, pay for 
time not worked is reflected in terms of a worker's 
average hourly earnings but is not in terms of an em- 
ployer’s direct cost for an hour’s labor. For example, 
assume ten men actually worked twenty hours each 
during one week and each was also paid for twenty 
hours of holiday time. All time was paid for at $1.00 
an hour (unworked time is usually paid for at straight- 
time rates). The BLS arithmetic of computing the 
worker’s average hourly earnings and the employer’s 
hourly labor cost is: 


Time Man-hours Payroll 
Actually workeditat oto. 202) eee 200 $200 
Holiday? icc Gs he igs anew saps tees 200 200 

otalexd sated aie patients oe etait 400 $400 


Average hourly _ _ payroll — iz 


earnings man-hours 400 
Average hourly. ___—payroll _ $400 _ 
labor cost © man-hours worked 909 $2.00 


Thus, the average hourly cost to an employer for 
productive time or time actually worked, is twice as 
much as indicated by average hourly earnings. 

Premiums paid for overtime, special shifts, and 
other time worked are not subject to this limitation. 
While such pay and time are in both the numerator 
and denominator of the hourly earnings formula, the 
higher rate raises the average, and thereby reflects 
the addition to both earnings and cost. 


EMPLOYERS' COSTS ARE GREATER 


These facts indicate that average hourly earnings 
cannot be regarded today as a close approximation to 


SUMMARY OF METHODS USED BY BLS IN COMPUTING HOURS AND 
EARNINGS OF PRODUCTION AND RELATED WORKERS 


Individual manufacturing or nonmanufacturing 
Average industry 


Average weekly hours . 


_ Average hourly earnings (in dollars)... at 


_ Average weekly earnings (in dollars) .. . 


Average weekly hours 


Average hourly earnings (in dollars) . . 


Average weekly earnings (in dollars)... 


Total production, or nonsupervisory man- 
hours divided by number of production or 
nonsupervisory workers 

. Total production or nonsupervisory worker 
payroll divided by total production or non- 
supervisory worker man-hours 

. Product of average weekly hours and average hourly earnings 


Annual total of aggregate man-hours (em- 
ployment multiplied by average weekly 
hours) divided by annualsum of employment 

. Annual total of aggregate payrolls (weekly 
earnings multiplied by employment) di- 
vided by annual aggregate man-hours 

. Product of average weekly hours and average hourly earnings 


Manufacturing division, and major manufacturing 
or nonmanufacturing group 


Monthly Data 


Average, weighted by employment, of the 
average weekly hours for component in- 
dustries 

Average, weighted by aggregate man-hours, 
of the average hourly earnings for com- 
ponent industries 


Annual Data 


Average, weighted by employment, of the 
annual averages of weekly hours for com- 
ponent industries 


Average, weighted by aggregate man-hours, 
of the annual averages of hourly earnings 
for component industries 


Source: Bureau of Labor Statistics 
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Supplements to Wages and Salaries Paid by Private Industry 


500 


WAGES AND 
SALARIES 
100 bene ~. 
1939 1944 1949 
@OASI has been a fixed percentage of wages and 
salaries... 


But employers’ contributions to private plans have 
risen four times faster than payrolls > 


wy Unemployment insurance has relatively declined because 
of experience rating 


500 


WAGES AND 
SALARIES 
UNEMPLOYMENT 
oot eto. INSURANCE 
100 -E eenansee” @mesacave 
1939 1944 1949 


Index numbers: 1939 =100 


Expenditures of Anthracite Mining Employers 
on Wage Supplements 
Expense of Employers 


Type of Supplemen vase ipag 
1. Workmen’s compensation......... $5,470,000 | $13,742,000 
2. Old Age and Survivors Insurance . 1,100,000 2,230,000 
3. Unemployment compensation...... 3,530,000 2,294,000 
4. Health and welfare fund..........| .......- 8,397,000 
Oo BPAIG VACAHONS 1.4) ee ot eo Sell stole 6,254,000 
GA VOelLIMNG erate es sce pence eae siesta 2 2 18,220,000 
7. Total wage supplements........... 10,100,060 | 51,137,000 
8. Total man-hours worked.......... 123,969,000 | 132,239,000 
9. Expense on wage supplements per 
man-hour worked (7+ 8)........ 0.08 0.39 
10. Average hourly earnings........... 0.92 1.81 
11. Expense on wage supplements per 
man-hour worked as % of average 
hourly earnings (9+10)..... Rae 8.7% 21.5% 


Source: National Bureau of Economic Research 
ee a ee eee 


the average cost of compensation for an hour of labor. 
Welfare benefits are completely excluded from the 
series, and pay for time not worked is not adequately 
reflected in terms of cost. The BLS has long recog- 
nized that its figures do not represent total labor costs 
on the part of the employer and has cautioned users 
against such an interpretation.” 

The earnings series is primarily intended to show 
the economic status of production workers in terms of 


1Prior to World War II, when supplements were relatively unim- 
portant, the two measures were nearly identical. 
’ 2The explanatory notes in each issue of the BLS Hours and Earn- 
ings contains this comment: “Owing to the exclusion of irregular 
bonuses, retroactive items, payments of various welfare benefits, 
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PRIVATE. PENSION AND/ 
WELFARE FUNDS 7 


WAGES. AND 
SALARIES 


1939 1944 1949 


Source; Department of Commerce: 


the money received by them for their labor... Many 
of the extra costs to employers are for benefits work- 
ers will receive when they retire or if they do not work 
either because of illness, injury, or joblessness. Others 
benefit the worker indirectly (recreation facilities, 
etc.). Still others are single payment benefits (sever- 
ance pay). 

All of these extras may have no place in a series 
which is measuring the level and movement of current 
money earnings.of workers; But, at the same time, 
the BLS figures grow less: ‘and less significant as 
measures of change in the total labor bill. 


THE COST OF EXTRAS 


How large are the excluded items? What is the 
difference in dollars and cents.between average hourly 
earnings and average labor cost per hour worked? 

It is difficult to get answers to these questions even 
for an individual company.?: But some industry-wide 


payroll taxes paid by employers, and of earnings for those employees 
not covered under the production-worker or nonsupervisory employees 
definitions, the average earnings series should not be interpreted as 
representing total labor costs on the part of the employer.” 


1In commenting on this statement, the Commissioner of Labor 
Statistics writes that “it might be more precise to state that the 
BLS series primarily aims to measure the economic status of pro- 
duction workers in terms of periodically recurring money payments 
to them for their work. Moreover, it should be recognized explicitly 
that our,method of collecting payment information is closely tied in 
with the payroll record-keeping methods used by employers. We 
try to minimize the burden of reporting by asking employers for 
data that are easily and regularly‘available.” 

28ee “How Much Do Employee Benefits Cost,” The Management 
Record, March, 1949. 
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estimates have been made. A study for the anthracite 
mining industry! shows: 


“Employers spent 39 cents on wage supplements in 
anthracite coal mining in 1948 and only 8 cents in 1939 
for each hour worked by each wage earner (see table p. 57) . 
Therefore, the average cost of an hour’s labor in 1948 
was not $1.81, as indicated by the BLS figures on aver- 
age hourly earnings, but $2.20 (average hourly earnings, 
$1.81; plus expenditure on supplements per man-hour 
worked, 39 cents). Similarly, in 1939 the average hourly 
cost was $1.00, not 92 cents, the amount reported as 
average hourly earnings. 

“Thus, in the course of a decade, expenditures on wage 
supplements quintupled while average hourly earnings 
about doubled. Relatively, expenditures on wage supple- 
ments were two and a third times as large in 1948 as in 
1939. In the latter year, for example, expenditures on 
supplements per man-hour added 8.7% to hourly earn- 
ings; ten years later, 21.5%. 

“An investigator relying solely on average hourly earn- 
ings statistics as currently compiled would find that the 
cost of labor per hour had increased 97% between 1939 
and 1948. If expenditures on wage supplements are in- 
cluded, the cost of a man-hour of labor has risen 120%. 

“In 1948, about three fifths of expenditures on wage 
supplements were incurred for workmen’s compensation 
and travel time. In less hazardous industries and when 
payment for travel time is less common, such as most 
branches of manufacturing, supplementary labor costs 
would constitute a smaller proportion of average hourly 
earnings.” 

Behavior of Wage Rates during Business Cycles,” Daniel 


Creamer, National Bureau of Economic Research, Occasional Paper 
34, New York, 1950. 


Additions to earnings represented by employer con- 
tributions to governmental and private plans for re- 
tirement, unemployment, sickness and death are best 
measured by Department of Commerce data on Sup- 
plements to Wages and Salaries! (as part of the De- 
partment’s national income analysis) . 


Supplements paid out by private industry amounted 
to about 5% of total wages and salaries in 1950.” 
The boost in old-age and survivors’ insurance contri- 
butions (from 1% to 144% of taxable payroll on 
January 1, 1950) and new or increased payments to 
private pension and welfare funds during the year 
raised the supplements-payrolls ratio from 4.4% the 
year before. 

Employer contributions to private pension and wel- 
fare funds were mainly responsible for increasing the 
amount spent on supplements in the past decade. 
Such contributions rose from $156 million in 1939 
to nearly $2 billion in 1949 (latest date available) . 


1Supplements to wages and salaries, according to the Department 
of Commerce definition, include earned income other than wages and 
salaries accruing to, or in behalf of, persons in an employee status as 
compensation for their work. In private industry they are composed 
of (1) employer contributions to federal old-age and survivors’ insur- 
ance and railroad retirement programs; (2) federal unemployment 
tax and employer contributions to state unemployment insurance, 
railroad unemployment insurance, and state cash sickness compensa- 
tion funds; (3) employer contributions to private pension and welfare 
funds, including, in recent years, group insurance; and (4) other 
labor income, 7. ¢., private compensation for injuries, directors’ fees, 
and merchant-marine war-risk life and injury claims. (Pay for vaca- 
tions, etc., are excluded from supplements.) 

*Based on January—September figures. Supplements were then 
running at an annual rate (seasonally adjusted) of $5.7 billion. The 
wage and salary bill totaled $119.7 billion. 


Extras Have Become a Sizable Addition to Wages and Salaries 
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Supplements as percentage of wages and salaries 
Source: Department of Commerce 
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Wages and Salaries—and Supplements— in Private industry, 1949 


| Dollar figures in millions 
ce Supple- Sepa 
ts ments as a 
Industry ml DWases i of Wages Ind ee 
Salaries and and Cann faa 
Salaries Salaries Palate 
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All private industries 113,733 | 4,967 4.4 i ; 
ES Sat Nh eee aed UL BNA ah aif fe Jan, 0 Rosai Outta > > i Services (continued) 
peels, forestry, fisheries........ a . P hs Miscellaneous repair services, hand 
Agricultural, similar service estab- > . trades. Dstt oiler a aoe 361 13 3.6 
lishments 156 Motion pictures... . Dae tuciae rp sane 659 26 3.9 
Rapa Seu oars, tardeSaeed 3 19 Amusement, recreation, except. mo- 
ORESEE Vian Pera Gece ier ot 46 Sah ti ict 
Eisheried es 5 82 2 tae lon pictures...... Mb ouusehb osoe 568 17 3.0 
Puheried ert 2a. res 2 oe ek oad 2.4 Medical, health services........... 1,555 15 1.0 
Bee lt on OSes Mars os es ee Lege ene a ete cori Seat 300 4 1.3 
nthractiec. Sort aor tu... 223 15 | 6.7 ewes bahegserc sien, RAT 0. RS ert eee 
Sentara other eat poe! sete 1,166 | 109 9.3 Educational services (n.e.c.).......| 835 11 1:3 
- ude ee oleum, natural gas...... 934 40 4.3 Religious organizations............ 424 17 4.0 
onmetals mining, quarrying...... 291 8 wea Nonprofit membership organizations 
Contract construction.............. 6,958 320 4.6 (uie.c:) Pecans 809 13 1.6 
Manufacturing....0............./. 43,885 | 2,169 4.9 Si hk aa REIN ye eee ; ce 
° Py n es a) Th a 
ees atm $425 | 226 | 5.1 || paees not commonly regarded as wages and salaries, Tt coasts f employer son 
obacco manufactures OS RS Q11 13 6.2 tributions for social insurance, employer contributions to private pension and welfare 
Textile mill products.............. 3,158 120 3.8 nee com eas for peice eiroc ore: ites ae a few other goin oe of ee 
5 = ncome. or Tivate industry 1 ) Bt 
Apparel, finished fabric products. .: 2,758 122 4.4 retirement and re ae aes procens were 1.0 aches mee salaticg th rite coven 
Lumber and timber basic products. 1,326 48 3.6 ment unemployment programs, 1.1%; and to private pension and welfare funds, 
Furniture, finished lumber products 1,355 37 2.7 we a Compensation for injuries and other labor income accounted for the remaining 
Paper, allied products.............| 1,463 70 4.8 oi 
Printing, aah allied industries....| 2,666 95 3.6 Source: Department of Commerce 
Chemicals, allied products......... 2,430 158 6.5 
Petroleum and coal products....... 957 219 22.9 . ; : 
Rubber products................. 761 30 3.9 Wages and salaries were also increasing but not at 
Shove cay, and Gass producta.--.| 1407 | @5 | 4a | °° fapid a rate, (See eliart on page 57.) 
Iron and steel, products, including ontributions for supplemental benefits vary from 
ec ean ane Sea et yee 5.630 ee ae industry to industry. (See Table.) They ranged from 
onferrous metals, products....... A 4. c 5 s i 
Me acet@icledtionl>-  .. 4659 | 213 ro 379 of wages and salaries in agriculture to 22.9% in 
Electrical machinery.............. 2,526 | 189 1.5 the petroleum products industry in 1949. 
neat fae except ae oe me # ae The BLS earnings series has served many useful 
uipment....... 2, B A 
Re eee ar 1.431 64 45 purposes. Before World War I, it even closely ap- 
Wholesale, ae trade.....-....../. es 842 312 proximated employers’ total cost for an hour’s work. 
Wholesale trade. fare 2s bras oe 8,19 Q71 3.3 : ‘ 
Retail trade, auto services.........| 17,796 | 571 | 3.2 But the rapid growth of nonwage payments during 
Finance, insurance, real estate.......| 5,058 287 5.7 the Forties added a new component to today’s labor 
Banking....... SA ee ek age i 1,300 122 9.4 bill. Consequently, a new statistical measure that 
‘aaet eigaci 8 cay» aie Ua ar a EO would reflect all the payments made by employers on 
Rinnnee (10.01) nee ccc sshac hue ee 433 18 4.2 behalf of workers could well be useful at a time like 
Insurance carriers...........-.--- 1,514 61 4.0 : oe Pees: 
Insurance agents, combination offices 564 19 3.4 this when wages are again a crucial issue. 
Rrealvestate tase nynae ties e's) dea la 1,014 58 5.7 
Miransportation + .1.22e.- oc + w0 = 9,297 | 528 5.7 GertTRUDE DreutTscH 
Raltoadseperntctic-meievien of 26 soa 4,987 349 7.0 Division of Business Economics 
Local railways, bus lines........... 547 16 2.9 
Highway passenger transportation 
Guan “s TELE § BY aan ene 579 30 5.2 
Highway freight transportation, Fs Me 
WATCHOUSING. ech 7 =a - te oe a\h a= : : r 
Water aaa 2. pomliees BTS fic 8 Mer 4.2 Business Book Shelf 
Air transportation (common carriers) 298 17 5.7 : 
Pipe-line transportation........... 121 10 8.3 he 
Services allied to transportation. ... 470 22 4.7 Monopoly and Free Enterprise—This is the third volume 
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WE DIDN’T SEEM TO PAY TAXES BACK IN °16 & °39 


Federal Revenues’ for Fiscal Years in Billions of Dollars 


New taxes will fall on a nation 
already heavily taxed 
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MANUFACTURERS’ 
EXCISES 


THE VIOLENT CHANGES 


CAME IN WAR YEARS 


This is the tax picture compared 


with immediate prewar years 
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Durables Can Last Longer 


The lower lines show actual sales 
of, or additions to, cars, homes, ete., 
in use. The upper lines indicate 
units in use in World War Il years. 
These numbers would have been 
lower (as broken lines show) if nor- 


mal scrappage had occurred. 
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ECONOMICS OF CIVILIAN MORALE 


HE economics of war or defense raises the auxili- 
ary question of what happens to our national 
standard of living. 

At least a basic minimum of our national output 
will have to be set aside for civilian consumption, 
since military needs must take account of the amount 
of food, clothing, household goods and even recre- 
ational facilities civilians need to live and to produce. 
If it should be only a basic minimum, what would 
constitute that minimum? How can it be measured? 
And just what would be included in it? 

Expectations about the standard of living are among 
the most important factors underlying political as 
well as economic institutions. To bolster these ex- 
pectations abroad has been one of the compelling mo- 
tives in our foreign assistance program. This has meant 
an attempt to maintain or raise the living standards 
of other countries. We may now have to consider 
the same problem here at home.! 

Over the long pull of a defense as contrasted with a 


: 1Standards of living are high here, of course, and Americans even 
insist on a high standard for their armed forces. Secretary of Defense 
Marshall was asked, before the Senate Preparedness Subcommittee, 


war economy, the civilian standard of living should be 
maintained, it would seem, at least at a level suffi- 
cient to keep up worker morale and productivity.1 
But for a short run of say one or two years, almost 
all this country’s producing capacity could be set 
aside for military requirements without significantly 
impairing living standards. 

This is because most of the conveniences associated 
with day-to-day living would still be there: automo- 
biles, homes, appliances, clothing, etc. Even if no 
cars were produced or homes built, the stock of cars 
on the road and the number of houses would not 
change much immediately? 

But living off capital is a short-run proposition. If 
why the United States got only 23,000 men in fighting divisions out 
of each 100,000 in service, while Russia got 80,000 out of 100,000. 
Among the explanations, said the Secretary, is that the American 


public and Congress would not accept for fighting men of this country 
a service of supply such as that of the Chinese Communist troops. 


f° 1The worker’s morale could decline merely because he loses his 
expectations for a continuing rise in the standard of living. 


"Food, of course, is an important exception. It is consumed imme- 
diately. But even consumers’ food inventories can be large. Textile 
and leather products are not consumed right away, but they seldom 
Jast as long as consumers’ durables. 
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consumer goods output were not available to replace 
the normal scrappage of automobiles, appliances and 
apparel and to maintain adequate living quarters for 
the nation’s 40-odd million families, living standards 
would decline rapidly. 

Just how much consumers’ usable goods and serv- 
ices would be affected by an armament speedup would 
depend on which and how much resources were di- 
verted to military needs. If, to take an extreme ex- 
ample, it were decided to allot all textile and apparel 
capacity to the military, no new clothing would be 
produced for civilians. Consumers’ clothing inven- 
tories would, of course, decline as new replacements 
were no longer available. If some textile facilities were 
available, sufficient clothing could be produced to 
replace and perhaps even increase consumers’ inven- 
tories. But unless sufficient metal and materials 
were allocated for textile machinery production, the 
stock of equipment would necessarily decline as ma- 
chinery had to be scrapped. This, in turn, would 
decrease the flow of new apparel to consumers, and 
eventually reduce their stock of goods. 

Military needs, in all likelihood, will not influ- 
ence stocks of all types of consumer goods in the 
same way. Products like automobiles and appliances, 
which depend directly on basic metal industries (e.g., 
steel), are apt to be affected more than clothing. 
Manpower, however, will be a factor, as well as ma- 
chinery production. Even if machinery and raw ma- 
terials were available, a depleted working force could 
curtail civilian production. 

Some interesting instances of what happened to 
consumer goods can be gleaned from, World War II 
experience. Two thirds of our manpower and indus- 
trial production went to war needs, both direct and 


indirect, at the height of the effort. As a result, the 
-number of automobiles on the road declined 13% 


between 1941 and 1945. However, the number of 
refrigerators, washing machines, and vacuum cleaners 
in use changed little and the number of homes even in- 
creased. (See charts.) 

But what appears to have been a sustained quan- 
tity of civilian goods and services was in reality a de- 
cline. There were a large number of cars on the road, 
but the figures did not reflect the aging of those cars. 
Many continued in use beyond their normal age. Had 
normal scrappage taken place, cars on the road would 
have declined over 20%, and appliances in use by 
10% to 25%. The rise in the number of homes did 
not reflect new building so much as conversion of 
existing dwelling units into smaller-size units. In 
all cases, existing stocks of these goods had to be 
shared with an increasing population. 

Other areas of general welfare improved. The per 
capita quantity of food eaten increased and civilian 
clothing inventories may have been built up. Al- 
though the peak of the war effort was reached in 
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1943 and 1944, civilian use of durable goods evidently 
was lowest in 1945. (See charts.) Even though the 
quantity of goods going to civilians was increasing in 
the latter year, it was still below replacement needs. 

The experience of the last war then affords some 
indication of the maximum of our resources that could 
be devoted to our stepped-up military objectives. 
Over a four-year period (such as 1942-1945), about 
half to two thirds of our industrial output might go to 
defense needs without significantly impairing incen- 
tives at home. And it is even possible that more 
could be shifted to war goods without hitting a critical 
margin. 

If we expect the world crisis to be over within a 
few years, then a very large proportion of our pro- 
ducing capacity could be allotted to armament with- 
out a dangerous decline in living standards. Of course, 
all segments of the population are not affected simi- 
larly. For example, living standards of some seg- 
ments of the lower-income group might even rise as 
better jobs developed and as direct controls gave 
them more for their increased number of dollars. 

But this consumer problem would become an ur- 
gent matter if we should maintain large-scale prepar- 
edness or engage in major combat for ten or twenty 
years. And the longer the period of uncertainty, per- 
haps the greater would be the pressure for increasing 
military supplies. Further, over that long a period, 
the cumulative increase in population would be large, 
and would become a more important factor. 


THEY KEPT THEM RUNNING 


Some indications of just how much replacement 
stock would be needed can be derived from studying 
normal scrappage of consumer goods during peace- 
time. However, goods are often discarded before their 
period of satisfactory service has come to an end. 
Changes in style and the introduction of new pred- 
ucts capable of better performance are chiefly respon- 
sible. The old model may still be as efficient as when 
it was new, but the newer models perform still more 
efficiently. Then too, as is the case in automobiles, a 
new product is bought before the trade-in value of 
the old declines too far, although the old is still in 
good condition. If output is curtailed, old-model 
consumer goods may not be scrapped so fast. 

Probably the most important solution to this con- 
sumer problem over a long period of years would be 
additions to producing capacity. This would eventu- 
ally allow larger proportions of total resources to be 
allotted to civilians. This offset, however, assumes 
that military needs would not grow apace, and that 
plant expansion at the same time exceeded the re- 
quirements of a growing population. 
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HE STEEL EXPANSION PROGRAM IS 

taking on mammoth proportions. Plans call 

for more than 16 million tons of new capacity to 
be added in the next two years. That would boost 
annual steelmaking potential to more than 120 million 
tons! by the end of 1952. 

This huge $2-billion expansion program is by far 
the largest in the nation’s history. The previous rec- 
ord two-year capacity increase occurred early in 
World War I, when 9.4 million tons were added. The 
fastest two-year rate of increase in the World War II 
period was 7.0 million tons for the years 1940-1941. 

The programs now under consideration are, of 
course, tentative. They may be revised up or down. 
As recently as seven months ago, expansion programs 
reported to the American Iron and Steel Institute 
would have raised steel capacity to less than 106 
million tons by the end of 1952. By October, the esti- 
mate had been upped to 110 million tons and as re- 
cently as a few weeks ago the institute reported 117.5 
million tons. The latest figure of more than 120 mil- 
lion tons means an upward revision since last July of 
over 14 million tons. 

But end-1952 capacity could be even greater than 
120 million tons. Some types of improvement and 
modernization can be translated into new steelmak- 
ing capacity within less than a year. Any programs 
announced even as late as the spring of 1952 might 
show up in capacity figures for January 1, 1953. 

However, many factors could reduce expansion 
goals. Recent difficulties in obtaining five-year tax 
write-offs on all new steel facilities may mean some 

1This figure includes steel-casting capacity by companies that also 


make ingots. If casting capacity at independent steel foundries is 
added, the total figure is about 123 million tons. 


|. MAKING STEEL 
CAPACITY* 


revisions in plans. Some firms may have difficulty 
in obtaining sufficient capital to finance planned ex- 
pansion, especially if construction costs continue to 
rise. Shortages of materials and manpower may slow 
construction. Construction of the proposed new ca- 
pacity will take about 3 million tons of finished steel, 
50,000 tons of copper, 20,000 tons of aluminum, and 
large quantities of bricks, cement, and other building 
materials. The importance of new steel capacity to 
the defense effort is, however, likely to give priorities 
on manpower and materials to steel plant construction. 

The character of proposed steel expansion for the 
next two years will differ from other years. The 
postwar expansion now behind us essentially con- 
sisted of improvements and additions to existing 
steel plant. Completely new plants added only 400,000 
tons to capacity during the period 1947-1950. Data 
on the type of increases are scanty. Iron Age figures 
indicate that about three fourths of steel expansion 
in 1950 came from enlarging, redesigning and modern- 
izing existing furnaces; the remainder came from new 
furnaces (in existing and new steel plants). In 1949. 
new furnaces constituted perhaps as much as three 
fourths of the expansion. 

The significant increases in the next few years are 
likely to be in new steel plant. Large integrated East 
Coast mills are scheduled for early construction by 
United States Steel and National Steel, the first and 
fifth largest steel producers, respectively. The recent 
allowance of accelerated depreciation for a New Eng- 
land steel mill may finally bring this long-discussed 
project into the building stage. However, completion 
of this project is not expected until sometime in 1953. 
These three mills alone are expected to add close to 
4.5 million tons to the nation’s steel capacity. 

The Southwest will receive its first integrated 
facilities when Lone Star Steel’s new mill is com- 
pleted in’ eastern Texas some time late in 1951 or 
early in 1952. Its annual ingot capacity is rated at 
500,000 tons. Other new steel plants in the Chicago, 
Youngstown and Southern districts are expected to 
add an additional 375,000 tons. 

Total new plant may therefore add up to over 5 
million ingot tons of capacity (over 4 million by end 
of 1952). This is nearly a third of the total sched- 
uled increase. Of the remaining increase, much will 
come from new furnaces in existing plant. 

*A sequel on production is planned for next month. 
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New plant additions have not been an important 
part of steel expansions since 1943, when the mills 
at Geneva, Utah, and Fontana, California, went into 
operation. Only about a third of the increases in that 
year were traceable to new steel plants, while almost 
all the remainder came from new furnaces in existing 
mills, 

New steel mills during World War II increased the 
relative share of the nation’s steel capacity in the 
western and southern states in relation to the major 
producing states of the Midwest. Expanding steel 
markets and decentralization of facilities during war- 
time were major causes of the dispersion. 

Now, after six years of comparatively little new 
plant building, new projects will again accelerate the 
spreading of steel facilities. This time the East will 
increase its share the most. The South and the Cleve- 
land-Detroit district will also show large gains. 

Contemplated shifts to foreign ore supplies, as well 
as f.o.b. mill pricing, are spurring the current disper- 
sion of steel facilities. (See below.) These factors are 
in addition to military considerations. 


DIMENSIONS OF EXPANSION 


Expanded steel capacity will involve much more 
than the enlargement of steel furnace potential. More 
mining equipment and transportation facilities will 
be needed to increase ore supplies. More coke oven 
batteries and blast furnace capacity will be needed to 
smelt ore into pig iron. In addition, new facilities 
must be made available to roll, draw, forge and cast 
the steel as it comes out of the steel furnaces.? 

However, steel expansion programs seldom call for 
proportionate increases in the various types of facili- 
ties. There is always sufficient flexibility so that ex- 
pansion can go on in some areas and not in others. 
For example, improvements and enlargements of ex- 
isting furnaces have been a significant part of steel 
furnace expansion in recent years. But expansion of 
this nature soon ceases to become practicable. If addi- 
tional capacity is desired, new furnaces must be built. 
Moderate increases in furnace capacity can be carried 
through without expanding all other facilities. For 
more pig iron may be obtained from existing blast 
furnaces. Or if iron output is already pressing blast 
furnace capacity, more scrap metal and less pig iron 
could be used to increase the charge in the expanded 
steel furnace.” 

Continued expansion of steel furnaces eventually 
means adding to some other areas of the steel produc- 
tion process. Hot-dipped tinning facilities may be 
adequate for contemplated demand, but ore-boat 


‘capacity is perhaps not sufficient to move the larger 


1Substantial amounts of other forms of expansion are planned. 
New melting and annealing furnaces, soaking pits, ingot molds, etc., 
are necessary adjuncts to the processing of ore into steel. 

"In that instance, some pig iron could possibly be diverted from 
iron foundries. 
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increases of ore from the Lake Superior ranges. So 
new ore boats will be added to the Great Lakes 
fleet. This may be followed by expansion of other 
sectors. But any substantial increase in hot-dipped 
tinning facilities would probably not be forthcoming 
until much later (and even then the availability of 
pig tin for the thick coatings will be a factor) . 

This kind of relatively small expansion of steel ca- 
pacity can be accomplished in a fairly short time and 
with a minimum of dollar outlay. But when a sub- 
stantial growth in steel production is required in a 
relatively short time, expansion at all levels is re- 
quired and the amount of materials and manpower 
(and dollars) needed per ton of new capacity is bound 
to increase greatly. 

If sufficient resources are available, doubtless steel 
expansion facilities could go well beyond levels con- 
templated for 1953. But substantial amounts of ma- 
terials would be required for each additional ton of 
capacity above the levels now programmed, and other 
uses for the materials might conceivably be found 
more urgent than adding to steel capacity. It is even 
possible, though perhaps not probable, that the upper 
limit (to be determined by Washington officials) may 
be lower than the 120 million-ton level now envisioned 
by the steel industry. 


THE REGIONAL PICTURE 


The imminent shift to foreign ore as the high 
grades of the Mesabi ranges run out is doubtless a 
major factor drawing new steel capacity to the East- 
ern and Southern tidewater areas. Other factors have 
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also spurred the building of new facilities outside the 
traditional steel-producing areas of the Midwest. 

All-out war, of course, would change the picture 
considerably in several respects. Foreign ore might 
become difficult to get. (Russia’s vaunted submarine 
fleet might play havoe with ocean-going ore carriers) 
and so the untapped Canadian ore reserves would be 
quickly ‘exploited, as would the huge low-grade tacon- 
ite ore reserves of the Mesabi region. This would 
shift some of the advantage (as far as delivered prices 
of ore are concerned) from tidewater producers back 
to the producers of the Midwest. 

Regional steel use would undergo some changes as 
the product mix of the industry was altered to meet 
military rather than civilian ends. Producers of 
ships, tanks, guns, etc., are located somewhat differ- 
ently from those of automobile producers and con- 
struction contractors (the large consumers of civilian 
steel). Hence plants located by reason of long-range 
peacetime considerations might not be most suitably 
placed for wartime purposes. 

The location of steel markets has always been a 
factor in locating steel producing plants. But changes 
in steel technology over the past several decades have 


substantially increased the weight of markets as a 


factor in steel locations. And the postwar shift to 
f.o.b. mill pricing has strikingly reemphasized the im- 
portance of a steel mill’s nearness to markets. 

The average amount of coal, ore and scrap required 
to make a ton of semifinished steel differs from mill 
to mill, usually depending upon location. But the 
average amount of coal required per ton of steel has 
dropped sharply with increased coke yields per ton 
of coal and decreased requirements of coke in blast 
furnaces.1 The amount of ore has also fallen, as the 
ratio of scrap to pig iron in steel furnaces has risen.? 

Scrap supply bears a close relation to the market 
for steel products. A large proportion of the hun- 
dreds of millions of tons of steel turned out over the 
past half century has or will come back to the mills 
in the form of scrap. The average lag between mill 
output and scrap return is estimated at between 
twenty and twenty-five years. So, in a sense, the rise 
in scrap usage, in recent years parallels the sharp rise 
in steel output between 1900 and 1920.3 

The decline in the amount of coal and ore needed 
to produce a ton of steel reduced the cost of trans- 
porting these bulky raw materials to producing sites. 
Thus, over the last several decades, the cost of mov- 
ing ore and coal to the mill has fallen relative to the 
cost of shipping finished steel to market. This factor 


1However, the quality of both the coal and coke has been declining 
in recent years. 

*The amount of ore needed to make a ton of pig iron has not 
changed very much over the years. 


*This refers to obsolete purchased scrap only (about one third of 
the total). The specialty steel turned out in recent years, together 
with the longer life of open hearth steel may mean a slowing in the 
rise in the scrap-hot metal ratio. 


has lessened the importance of mill locations close to 
ore and coal, and makes closeness to markets more 
important than it was, say fifty years ago. 

The rise in scrap input in steel furnaces has also 
raised the importance of being close to markets that 
accumulate a cheap and large supply of scrap. One 
of the factors which makes Detroit a favorable loca- 
tion for a mill is the availability of scrap in that area. 

The location of a steel mill is, of course, not wholly 
determined by the location of ore, coal and markets. 
Secondary factors include the availability of adequate 
water supplies, freight-rate structures in given locali- 
ties, local taxation, adequate labor supply, etc. 

The growing importance of markets was brought 
into focus by the Supreme Court decision outlawing 
freight absorption by the mills. With f.o.b. mill 
pricing, a steel company needs to be close to markets 
in order to compete pricewise for customers. The 


Steel Works Completed or Planned, 1939-1953 


Annual 
Location of works capacity 

(net tons) 
1939 Connors Steel Co Birmingham, Ala... 33,600 
1940 Copperweld Steel Co.... Warren, Ohio 66,000 


Knoxville Iron Co Knoxville, Tenn... 50,000 
Pacific States Steel Corp. Niles, Calif 


Year Name of company 


A. M. Byers Co 


Sheffield Steel Corp 
Babcock & Wilcox Tube 
Beaver Falls, Pa... 50,400 


252,400 


Ambridge, Pa 63,600 
Houston, Texas.... 202,000 


Cabot Shops, Ince 

Geneva Steel Co 

Hesse-Ersted Iron Works Portland, Ore 
Hinderliter Tool Co Tulsa, Okl 
Isaacson Iron Works.... Seattle, Wash 


Kaiser Co., Inc Fontana, Calif 675,000 


1,672,400 
1944-47 None 


1948 McLouth Steel Corp.... Trenton, Mich 120,000 
Pacific States Steel Corp. Pittsburg, Calif.... 68,400 


Southwest Steel Rollings 
Mills Los Angeles, Calif.. 36,000 


Ohio River Steel Corp... Toronto, O 


121,200 
Eastern Stainless Steel 


Morrisville, Pa 1,800,000 
National Steel Corp Paulsboro, N.J....1,750,000 
Lone Star Steel Co Dallas, Texas 
Green River Steel Corp.. Owensboro, Ky.... 
Tennessee Steel Corp.... Oneida, Tenn 
Finkl & Sons Co Chicago, Ill 


4,429,000 
1953. New England Steel Corp! New London, Conn.1,000,000 


1Tentative 
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Who's Adding What Where by End of 1952 


United States Steel: The nation’s largest steel 
producer has scheduled capacity increases of over 
2,500,000 tons by the end of 1952. The largest project 


is the integrated mill near Morrisville, Pennsylvania, | 


with planned capacity of 1,800,000 tons. Another 
500,000 tons will be added in the Birmingham dis- 
trict; 160,000 tons at the Geneva, Utah, mill; and 
perhaps another 200,000 tons elsewhere. 

Bethlehem: Additions of 1,600,000 tons are contem- 
plated. Plants at Lackawanna, Sparrow’s Point and 
Steelton are scheduled for the largest increases. 


Republic: Plans call for over 1,000,000 tons of 
capacity increases. Most of it will be added in the 
Cleveland district. 


Jones and Laughlin: Total increase: 1,550,000 tons, 


of which 1,200,000 tons are slated for Pittsburgh; the 


remainder for Cleveland. 


National: Another large integrated mill is scheduled 
for the East Coast at Paulsboro, New Jersey. Trade 
reports place its capacity at about 1,750,000 tons. 
Other additions at Detroit and Weirton are expected 
to add an additional 1,250,000 tons. 

Allegheny-Ludlum: No official announcement. A 
somewhat dated New York Times (July, 1950) sur- 
vey reported planned increases of 400,000 tons. 

Armco: About 480,000 tons to be added at Middle- 
town, Houston, Kansas City, and Ashland. 

Youngstown: Net additions of 925,000 tons to its 
East Chicago Plant. Another 75,000 tons to 100,000 
tons is planned for Campbell, Ohio. 

Crucible: 290,000 tons. 

Inland: '750,000 tons. 

Detroit: 640,000 tons. 

Colorado Fuel and Iron: 325,000 tons. 

Kaiser: 180,000 tons. 

Sharon: Additions of 600,000 tons over the next 
five years. 

Pittsburgh: 488,000 tons. 

Granite City: 580,000 tons. 

Keystone Steel and Wire: 100,000 tons. 

Lone Star: 500,000 tons. 

Green River Steel: 185,000 tons to 190,000 tons. 

Atlantic: 100,000 tons. 

McLouth: 140,000 tons. 

Tennessee Steel Corporation: 100,000 tons. 

Timken Roller Bearing: 75,000 tons. 

Empire: 75,000 tons. 

Alan Wood: 50,000 tons. 

Finkl & Sons: 53,000 tons. 

Washburn Wire: 36,000 tons. 

Connors: 36,000 tons. 

Ohio River: 39,000 tons. 

Ford: Part of the planned $1-billion expansion pro- 
gram is slated for new steel capacity increases. 

These companies account for about 90% of current 
capacity. Some of the additions reported—probably 
less than 1 million tons—were added during 1950. 


BUSINESS RECORD 


69 


large gains in ingot capacity in the Detroit-Cleveland 
areas in the last few years (see chart, page 67) appear 
to have been prompted by the new pricing policies. 

Although markets have taken on a new status in 
locating steel mills, ore and coal are still important. 
For over a half century, a steel industry has grown 
and prospered in the Midwest based on the rich ore 
of the Mesabi and the coal fields of Pennsylvania and 
West Virginia. But the high-grade ore of the Lake 
Superior region is running ont. It is estimated that, 
at the present rate of consumption, the supply will 
be gone in about ten to fifteen years for most of the 
owners. United States Steel, which owns more than 
half of the 1.2 billion tons of usable ore in the region, 
may have enough until 1965 or 1970. 

Steelmen, however, are not expecting the industry 
to grind to a halt when this traditional supply of ore 
gives out. There is more than enough for many 
years to come in the Venezuelan and Canadian de- 
posits. In fact, the Cerro Bolivar find in Venezuela 
is heralded as the greatest iron deposit ever. 

But ore is bulky. Its transportation cost is high, 
especially overland, as compared with overseas or lake 
shipping from the Atlantic or Gulf Coasts. To ship 
South American ore from the Atlantic or Gulf Coasts 
to Youngstown would add to costs. 

As an alternate, the western Great Lakes producers 
are looking hopefully to the development of taconite 
manufacture from the relatively inexhaustible low- 
grade ore deposits of the Mesabi. The cost of taconite 
manufacture is high, but further research may bring 
it down to a competitive level. 

Canadian ore is still unexploited. But the very 
recent discoveries in Labrador are expected to yield 
upwards of 10 million tons a year (8% of current 
consumption) when operating. And these large ore 
reserves, when tapped, may be available to eastern 
Great Lakes steel producers through the construction 
of the proposed St. Lawrence Seaway. 


IT'S BEEN ON THE WAY 


Because of market factors, some expansion would 
have taken place regardless of Korea. And new mar- 
ket structures and supply factors would have brought 
on new location patterns. The Mesabi range was 
known to be running out long before the present 
crisis, ‘and Labrador and Venezuelan sources had 
already been prospected. Technologists had also been 
working on the taconite problem. 

The military crisis, however, means that the process 
of transition must be speeded at the same time that 
capacity must be sharply increased. ‘And if in- 
creased capacity is to be pushed, all the other changes 
must also be rushed. 


ALAN GREENSPAN 
Division of Business Economics 


OUR “INVISIBLE” FOREIGN TRADE 


“Invisible Trade of the United States in the Postwar Era,” 

Technical. Papers No. 1, has just been published by The 

Conference Board. The following facts are a summarization of 
that study, copies of which may be had on request 


dise exports has been virtually wiped out—a 
process under way since 1947. Our “invisible” 
trade has been following the same course. Thus, our 
payments to other countries for transportation, travel, 
insurance, royalties, certain activities of government, 
and income paid on foreign investments are coming 
closer to the total of similar payments made to us. 
Normally, most attention focuses on our visible 
trade, which has accounted for roughly $20 billion a 
year (exports plus imports) in the postwar years. 
But our invisible trade with other countries is con- 
siderable, too, recently amounting to about $6 billion. 


| TRAVEL | 


We are traditionally a deficit nation on travel pay- 
ments, and earnings from the travel of residents of 
our country are a major source of dollars for foreign 
nations. Despite the fact that our net deficit has been 
increasing each year since the war, it is far below what 
could be expected from the prewar relationship of 
travel expenditures to national income. If our total 
travel outlays should rise to $1 billion (about $265 
million more than they probably totaled in 1950, and 
about $300 million more than they were in 1949) and 
all other invisible accounts remained the same, our 
total positive balance on all invisible trade might be 
cut by over one half. But even if our travel out- 
lays did rise to $1 billion, they would be below the 
projected prewar norm. 

Several important changes have taken place in our 
travel outlays. The distribution between countries 
has been altered. Relative gains were made by 
Canada and Mexico during the Thirties, and these 
have tended to persist in the postwar period. The 
proportion of total outlays made in Mexico has al- 
most tripled since 1929. Another important develop- 
ment has been caused by the immigration laws of 
1921 and 1924. These laws put a damper on migra- 
tion to the United States. Foreign-born persons tend 
to make visits to their countries of origin. As the 
immigrant population grows older, loses its ties 
with the home land, or dies off, the amount of travel 
from this source, especially to Europe, declines. On 


lk RECENT MONTHS, our excess of merchan- 


the other hand, the foreign-born spend about half as 
much as native-born Americans who travel, so the 
dollar totals are not proportionately decreased. 

The travel account, as is to be expected, shows a 
strong seasonal influence. The largest outlays are 
made in the third quarter of the year, after a rise in 
the second quarter. This is not true of all areas, how- 
ever. Expenditures in Latin America by United 
States residents are not so bunched, and tend to be 
highest in the first and third quarters of the year. 


INCOME FROM INVESTMENTS | 


Income from investments abroad is our second 
largest account (receipts plus payments). Recently, 
income from this source has earned us a net balance 
exceeding that derived from transport services. Since 
1948, this net has averaged about $1 billion. If the 
rates and conditions of future investment should con- 
tinue to be those of the recent past, our positive bal- 
ance might be expected to reach about $1.3 billion by 
1953. 

Income is derived mostly from private long-term 
investments. Recent increases have been partly 
the result of our greater investments abroad. This 
outflow has been marked by two important char- 
acteristics. First, sixty per cent of new private for- 
eign investments in the Twenties consisted of widely 
held dollar bonds; in contrast, 90% of net private out- 
flow (excluding undistributed earnings of foreign sub- 
sidiaries) in 1947 was directly invested by corpora- 
tions. Secondly, by far the largest portion of these 
postwar investments have been made in petroleum 
enterprises in the Middle East and Latin America. 

The greatest returns on direct investments have 
been earned in that group of countries in which our 
Middle Eastern petroleum investments are located. 
Returns on equity in these countries rose from 21% 
to 31% from 1946 to 1948. Petroleum earnings alone 
rose from 30% to 44%. Average earnings on total 
investments in all areas increased from about 12% to 
17% from 1946 to 1948. 

Almost 37% of the total value of our private direct 
investments at the end of 1948 was in Latin America, 
29% in Canada, 18% in ERP countries, about 5% 
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in ERP dependencies, 3% in “other” Europe, and 10% 
in “other” countries. 

Income earned by foreigners on their direct invest- 

ments in this country has also been rising, but is still 
small compared with our foreign earnings. At the 
end of 1948, ERP countries owned about 67 % of these 
investments, and Canada about 24%. 
Government loans abroad (excluding investments 
in the International Monetary Fund and the Inter- 
national Bank) amount to about a third of private in- 
vestments. These investments earn substantially less, 
however, since interest rates are comparatively low, 
especially when contrasted with the returns on private 
equity investments. A second important reason is 
that payment of interest, in many important cases, 
has not yet begun. Although interest receipts in 1950 
were probably something over $100 million, they 
should amount to about $200 million in 1953 on the 
same portfolio. 


| TRANSPORT | 


The most important foreign exchange item for the 
United States is transportation, for which at least $2 
billion a year has been paid and received by us in the 
postwar period. In 1947, our receipts were $1 bil- 
lion more than our payments. But by 1949, reduc- 
tion in our exports and the rebuilding of the rest of 
the world’s shipping fleets had cut our receipts bal- 
ance in half. 

The gap between receipts and payments was further 
reduced in 1950, partly as a result of foreign currency 
devaluation late in 1949. For the first three quarters 
of 1950, it was down to $75 million. The most im- 
portant changes occurred in our transportation ac- 
counts with the ERP nations. We even experienced a 
net deficit on transport with them in the second and 
third quarters of 1950. 

In general, United States carriers have been com- 
peting more successfully with foreigners in air pas- 
senger travel than in ocean passenger travel. 


| OTHER SERVICES | 


Film rentals, royalties, insurance and similar pri- 
vate services have consistently produced a surplus 
since the war. In the last three years, this net has 
averaged about $280 million. 

Military and other governmental outlays abroad 
(government miscellaneous services) have been large. 
erratic in trend, and have made the governmental 
account a principal deficit sector. This deficit has 
ranged between about $350 million and $480 million. 


BUSINESS RECORD 


71 


It was especially heavy in 1948 and 1949, but was de- 
clining in the first half of 1950. The last half of the 
year probably reversed the first-half trend. The size 
of this deficit has had a marked effect on our total 
invisible transactions with the ERP nations. 


| THE TOTAL PICTURE | 


The net balance on all invisible accounts was re- 
duced from $1.6 billion in 1947 to $1 billion in 1949. 
In 1950, owing chiefly to the severe decline in our 
transport credit, the gap was probably considerably 
below $1 billion. If income from investment is ex- 
cluded, we were already roughly in balance in 1948 
and 1949 on the sum of our other accounts. And 
if fourth-quarter data are in line, we will actually 
show a deficit (exclusive of income from investments) 
of more than $350 million in 1950. 

In prewar years, the United States was incurring 
surpluses on investment income and private services; | 
and deficits on all other invisible accounts. The ad- 
justments which have taken place since World War 
II have been in this general direction. The transporta- 
tion account, however, was still positive in the third 
quarter of 1950, although it has been moving in the 
direction of a deficit for some time. This trend may 
now be reversed if more American ships are pressed 
into service in the present crisis, and if the total de- 
mand for American vessels is consequently increased 
relative to that for ships of other nations. 


Our Invisible Trade 


1948 1947 1946 


(9 mos 
Receipts: a .e.cck ee eee 2,702 | 3,619 | 3,666 | 3,818 | 3,069 
Payments: ae actos oe oe 2,210 | 2,571 | 2,524 | 2,189 | 1,795 


Balances so. O5sus sack see 1,143 | 1,630 | 1,274 


Millions of dollars 


The influence of the government miscellaneous 
services deficit is now much greater than before the 
war, and may well become even larger if our overseas 
military and diplomatic commitments continue to 
grow. 

Just as before the war, the earnings on investments 
are great enough to outweigh any present deficits in 
the other invisible accounts. As a matter of fact, 
the United States in 1950 appeared to be on the 
road to its prewar position on total current account 
(merchandise plus invisibles). This consisted of a 
more modest surplus of merchandise exports! than 
in the early postwar years, plus a surplus on invisible 
trade resulting from income on investments. 

Lawrence A. Mayer 
Division of Business Economics 
1Some analysts think an import surplus is now in the offing. 
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TV’s Phenomenal Growth 
10,000 


RATIO SCALE 


1,000 


100 
ome ACTUAL 
ee ene 1990) FORECAST AS OF 
APRIL, 1950 


1950 FORECAST AS OF 
FEBRUARY, 1950 


@ we 1950 FORECAST AS OF 
NOVEMBER, 1949 


i) 

1946 - 1947 1948 1949 1950 1951 
In thousands of units. Forecasts for 1950 based on November, 1949, consensus of 
cathode-ray tube manufacturers. The February, 1950, forecast is an average of 
an informal poll by RTMA of 44 set, parts and tube manufacturers. Estimates 
ranged from 6,750,000 to 3,200,000. The April, 1950, forecast is the average of a 
poll of 18 RTMA directors, Estimates ranged from 6,500,000 to 4,500,000. 


Source: Radio-Television Manufacturers Association 


VEN IF TELEVISION PRODUCTION THIS 

year were cut back 35% from the 1950 level, the 
number of sets produced would still amount to two 
thirds more than in 1949. That gives a rough indica- 
tion of how rapidly the industry has been growing. But 
1951 output might be cut more—or perhaps less—than 
35%. This illustrates another characteristic of the in- 
dustry; it is hazardous to make forecasts about its 
future. 


The latter is demonstrated in three recent instances. 
Forecasts of 1950 production made late in 1949 turned 
out to be too low by about one half. The FCC color 
decision in October was to have slowed sales, and in- 
deed they did drop for a while But within two 
months the color confusion practically disappeared 
and is no longer an obstacle to sales. A short while 
ago, estimates of production curtailment necessitated 
by defense developments were between 35% and 50%. 
Some recent estimates have been as low as 25%. 

There is little question, however, that the number 
of T'V sets turned out this year will fall short of 1950’s 
record of nearly 7.5 million. But just how short is 


'The summer buying boom and subsequent credit controls were 
partly responsible. 


LOOKING AT 
TELEVISION NOW 


difficult to say. Restrictions on the use of materials 
deemed critical for defense production will be the 
limiting factor. Aluminum and copper supplies for 
civilian industries in the first quarter have been cut 
back to roughly 80% of last year’s January-June av- 
erage quarterly consumption. These allotments are 
especially restrictive in television manufacture, for 
production during the second half of 1950 was one 
third higher than in the first six months of the year. 

Cobalt, which is used in the manufacture of per- 
manent magnets for TV, is now being allocated almost 
wholly into defense and essential civilian production. 
Since February 1, every purchase of more than 
twenty-five pounds of cobalt requires NPA approval. 
Shipments of cobalt to the television industry have 
already been cut back sharply. However, this has not 
yet caused any serious curtailment in production. 
Manufacturers generally have a few months’ supply 
of cobalt on hand. When these stocks are used up, 
they will probably have to switch to lower grades of 
cobalt and also use smaller quantities per set. Should 
cobalt deliveries be completely shut off for civilian use, 
the industry will have to use more intricate wiring in 
the magnets, making for costlier, bulkier sets. 

Barium carbonate, used in the manufacture of glass 
picture tubes, is another strategic material in short 
supply. Limitations on civilian use are expected to 
be clamped on soon. 

Manufacturers are already engaging in experiments 
for developing television sets that will require smaller 
amounts of essential defense materials. One com- 
pany, for instance, is experimenting with finer gauge 
hookup wires in order to conserve copper. Substitu- 
tions of materials will be made wherever possible. 

But substitutions and other material conservation 


_ techniques canbe counted on to only partially offset 


the impact of materials shortages. Exactly how 
large a dip these shortages will cause will depend on 
availabilities during the rest of the year. But that 
the drop will be somewhere between 25% and 50% 
from 1950 seems reasonable. At any rate, the un- 
broken annual increase in production since the indus- 


try’s beginning in the latter part of 1946 should be 
reversed this year. 


RATE OF GROWTH SURPRISING 


The meteoric growth of television has surprised 
even the more optimistic industry observers. (See 
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chart.) For example, in the spring of last year, 
estimates of TV set production for 1950 by informed 
industry sources generally ranged from about 4.5 
million to 6.5 million. As it turned out, production 
actually reached 7.5 million. Not only is this two and 
one half times the 3-million production figure of 1949, 
but it exceeds aggregate output for all the preceding 
years (1946-1949) by about 75%. Output of TV sets 
in the last quarter of 1950 was running at an annual 
rate of about 10 million. Current rates are down 
somewhat, but are still well above first-quarter 1949 
output. 

Last year’s output is phenomenal considering the 
industry has been in mass production only a little 
more than four years. For example, refrigerators 
and washing machines, both of which have passed 
their quarter-century mark in mass production, have 
not yet reached television’s unit volume. Peak pro- 
duction for refrigerators and washing machines was 
reached in 1950, when 6.2 million and 4.2 million 
units, respectively, were produced. 

The radio industry, which went into mass produc- 
tion in the early 1920’s, did not achieve television’s 
production level until mid-1930.1 Automobiles, which 
are of course in a much higher price bracket, hit 
their peak last year when output was 6.7 million pas- 
senger cars. Now, after less than five years of business, 
the television industry has sold sets to approximately 
10.5 million families. 

As of January 1, 1949, there were only 51 telecasting 
stations in 29 market areas, embracing about 16 
million families. The number of sets installed num- 
bered about one million. Today there are 107 stations 
operating in 63 market areas. 

Advertising patronage has also been expanding 
steadily. In June, 1948, there was a total of 234 
television advertisers—90 network and spot, and 144 
local. By November, 1950, there were 4,832 adver- 
tisers—1,109 network and spot, and 3,723 local.? Hence 
the total number of advertisers has risen twenty 
fold in a period of two and one half years. More- 
over, station owners have begun to make money. 
Last year, they first operated in the black. 


SALES PICTURE 


Sales during most of last year were very heavy. 
While TV set sales hit seasonal lows during the sum- 
mer in the preceding two years, July and August, of 
1950 showed an upturn of 50% and 100%, respec- 
tively, from June. In 1949, those two months’ sales 
were about equal with June. The number of sets sold 
in July and August of 1950 were almost three and one 
half times that of the same 1949 period. 


1Because of demand and supply factors, it took radio longer to 
reach the size of television’s present market. Now, of course, radio 
and many other consumers’ durable goods to a large extent produce 
for a replacement market. 

2‘Rorabaugh Report on Television Advertising.” 
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The major factor in this counterseasonal upturn 
was the heavy volume of anticipatory buying follow- 
ing the Korean war. Continuing to climb in Septem- 
ber, sales hit a peak in October of around 900,000 
sets. Then in November, buying fell about 25%. The 
drop can be explained largely by the 10% excise tax 
on TV sets, the FCC color decision, and the stiffening 
of Regulation W requiring a 25% down payment and 
fifteen months to pay on consumers’ durables. In De- 
cember, some of the losses of the previous month 
were regained, but the number of sets sold was still 
appreciably below October. 


Inventories now are generally fairly high. While 
TV business at the retail level is still quite active, it 
has not been vigorous enough to shave down rather 
heavy stocks. As a matter of fact, dealer discounts 
of 20% to 25% on some models have been reported. 

The FCC decision favoring CBS color television, 
issued in October, caused some confusion. Many 
potential buyers withdrew from the market, waiting 
for clarification of the issue. But materials limita- 
tions have completely shoved the color question into 
the background. With manufacturers scrambling for 
supplies for standard black-and-white sets, any siz- 
able production of color sets in 1951 is just not feasible. 
(Color sets require substantially larger quantities of 
materials than black-and-white receivers.) Further, 
colorcasting would require new station equipment, 
and this would also be in limited supply. 


As civilian production is reduced, some large-scale 
layoffs may be necessary until military production 
fills the gap. Then, when a heavy volume of military 
orders pours in, the industry may be faced with the 
problem of obtaining a full complement of trained 
personnel to replace previous losses. 


CUTBACKS AND DEMAND 


If the TV cutback should be 35% (a rough average 
of the estimates); there will be about 5 million sets 
made this year. How far this amount would go 
toward satisfying 1951 demand is somewhat difficult 
to measure. Some people in the industry feel that 
were it not for material restrictions, 10 million sets 
could be produced and sold this year. This seems to 
be a rather steep figure. There are about 26 million 
families within range of television service today. Since 
the FCC freeze on construction of new stations is still 
in force, it is unlikely that the market could be ex- 
panded significantly in 1951. About 10.5 million -of 
these families now own sets.1. That leaves about 
15.5 million families who still have not bought a TV 

1The net addition to demand for new sets occasioned by replace- 
ment of old ones is not likely to broaden the TV market very sub- 
stantially. Of the 1 million seven-inch, ten-inch, and twelve-inch 
receivers bought during 1946 through 1948, a sizable amount may 
be replaced this year. However, a significant portion of these smaller 


sets will be resold, thereby absorbing some of the untapped TV 


market. J eRe 


74 


set. However, a sizable proportion of these families 
may not be able to buy sets at current prices.’ 


Also, many of these families live in areas where 
there is only one station telecasting a limited num- 
ber of programs. While it takes one year to eighteen 
months to build a TV station, some areas outside 
normal television reception range have set up com- 
munity aerials which make reception possible. These 
community acrials are able to receive TV signals 
where standard home antennae cannot, because they 
are considerably taller and are also designed to am- 
plify weak signals. TV home sets are connected with 
the central aerial system, thereby getting reception. 

However, such community aerial systems are still 
very few. And no sizable expansion seems likely 
during the year. First, shortages of strategic ma- 
terials will probably curb any large-scale construc- 
tion of such systems. Secondly, attracting customers 
will be somewhat more difficult than in regular tele- 
vision areas because of the substantially higher costs 
involved. Installation fees are at least twice as high 
as those in metropolitan areas. There is also a monthly 
service charge. 

In short, this innovation apparently cannot be 
counted on to expand the TV market materially, at 
least not this year. 

Even in the heavily populated metropolitan areas 
having a relative abundance of TV programs, there 
are many families that are nevertheless disinterested 
in a set.2 Credit controls are also pulling some 
potential buyers out of the market. So, of the 15.5 
million families within telecasting range who still have 
not been “sold,” a good many are not in the market 
to buy sets either because they cannot afford one 
or are not interested. All things considered, an out- 
put of 5 million sets, together with a portion of re- 
tailers’ and manufacturers’ stocks, which total about 
1 million, might satisfy a substantial segment of this 
year’s demand. 


SWITCH TO DEFENSE PRODUCTION 


In 1950, production of the radio-television industry 
was valued at more than $2.2 billion, at manufac- 
turers’ prices. About $.5 billion, or less than 25%, 
stemmed from military output of electronic equip- 
ment. All the rest was civilian production of tele- 
vision and radio sets and replacement parts. 


This year, production of electronics equipment for 
defense may reach $1.5 billion to $2 billion, while 


1Cut in home construction, automobile output, and in the general 
availability of other consumers’ durable goods might conceivably 
spill over some purchasing power to television. But increased taxes 
may significantly reduce effective demand for all durable goods 
including TV sets. 


*The percentage of saturation is also higher in the metropolitan 
areas. Almost half of the 10.5 million sets installed are clustered in 
five metropolitan areas. The New York metropolitan area has about 
2,050,000 TV sets; Chicago, 830,000; Los Angeles, 800,000; Phila- 
delphia, 750,000; Boston, 640,000. 


civilian output is expected to be pared down to around 
$1 billion or slightly more. So it appears likely that 
the total dollar volume of business by the radio- 
television industry in 1951 will exceed last year’s 
figure. 
Suirtey S. HorrMan 
Division of Business Economics 


Business Forecasts 


Retail Trade 


Malcolm P. MeNair, professor, Harvard Graduate School 
of Business Administration (in an address before the Na- 
tional Retail Dry Goods Association, January 8) —‘‘Retail 
sales volume will rise during 1951, most, if not all, of the 
increase probably taking place as the result of price ad- 
vances. . . . Disposable income in dollars will rise even after 
personal income taxes have been increased. . . . Soft goods 
volume will doubtless improve; and excess purchasing power 
will slop over, probably unpredictably into various ‘kinds 
of luxuries.” 


Manpower 


E. L. Keenan, deputy director, Bureau of Employment 
Security (in an address before the National Retail Dry 
Goods Association, January 8)—“Defense program (man- 
power) requirements may run about 2.5 million by June. 
. .. These demands for additional manpower cannot be met 
through the annual normal expansion of the civilian labor 
force notwithstanding the fact that many workers now 
engaged in civilian production will either move into defense 
jobs or be inducted into the armed forces.” 


’ Electrical Products 


National Electrical Manufacturers Association (NEMA 
News, January 8)—‘Appliance output may drop as much 
as 80% to 40% from 1950 totals, while illuminating equip- 
ment may drop 10% to 20%, and building equipment and 
supplies may suffer a loss of 15%-25%. 


“On the other hand sharp increases may be expected 
for generation, transmission and distribution equipment. 
. . . Output of such products as transformers, turbines, 
generators, and electrical measuring instruments may rise 
as much as 25% over 1950. Industrial apparatus, such as 
motors, welding equipment, and industrial controls may 
also see 25% gains in production . 

“There will be the possibility of heavy production of 
nonelectrical items as was the case during the years 1941 to 
1945, inclusive.” 


Aluminum 

Richard S. Reynolds, Jr., president, Reynolds Metals 
Company (Commercial and Financial Chronicle, January 
18)—‘“Aluminum production will climb in 1951 to over 
1,600 million pounds, within 10% of the peak year during 
World War II. . . . Further expansion of capacity .. . will 

. achieve a rate of 2,200 million pounds a year in 1952, 
a 50% jump over 1950. Despite the substantial increase in 
supply, the total military and civilian demand in 1951 is 
expected to be still greater.” 
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Item 


Industrial Production 


Rig rons -conerse cate ck cewek 
Copper (refined).............. 
Lead (refined)................ 
Zine (slab)... <2. i.cksieeds's. « =< 
Glass containers.............. 


Machinery (FRB)............ 
Transportation equip. (FRB). . 
Automobiles, factory sales... .. 
Nondurable goods (FRB) (S).... 
Cotton ese cc te ae vest 


Ha VON Art ce to. seasa cen c 
Food prod., mfd. (FRB) (S)... 
Chemicals (FRB) (S)......... 
Newsprint, North American... 


Cigarettes (small)*............ 
Mining (FRB) (S)............... 


Crude petroleum®............. 

Electric powert.............--.05: 
Wonstruction® 55... a ce 5 .ew cisieid o' 

; Heavy engineering—Public’........ 
: Heavy engineering—Private’....... 


Distribution and Trade 
Carloadings, total**............... 
Carloadings, miscellaneous**........ 
Retail trade (NICB) (S)........... 
Department store sales (S)......... 
Variety store sales (S)............. 
Rural retail trade (S).............. 
Grocery chain store sales (S)’....... 
Magazine advertising linage........ 


Commodity Prices 
All commodities (BLS)............ 
Raw materials 
Semi-manufactured articles....... 
Manufactured products.......... 
«# Farm products... .......--s+00+ 
‘oods 


Pe ee ed 


cy 


Sensitive industrial (NICB)é **.... 
Sensitive farm (NICB)‘............ 
Retail prices..............-..-. er 


Securities 
Total stock prices (Standard & Poor’s) 
Industrials. coc 2 fe ,c stars ctacetsisia.ce'ore 
Wi tilities! 7a. ct octets aerepiste 
Total no. shares traded N. Y.Stock Ex, 
Corporate bond yields (Moody’s). . . 
Financial Indicators 
Bank debits, outside New York Cit 
New capital corporate issues........ 
Refunding issues.................. 
Comm., industrial and agric. loans‘. 
Total personal income (S)*......... 


Money in circulation, end of month. || million dollars 
2Consumption; cigarette consumption measured by tax-paid withdrawal 
i i 8140 centers 
dPercentage change, 10 months 1949 to 10 months 1950 
**New capacity base used for paper; data have been revised. 


SAdjusted for season variation 
6Engineering News-Record—average week] 
to October, 1950 cPercentage change, 
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1Shipments I 
7Grocery and combination chain store sales 
tober, 1949, to October, 1950 
}. *Value as traffic indicator subject to variations in length of haul and amount 
process of revision; and data shown are not comparable 


Selected Business Indicators 
(Annual statistics appear in “The Economic Almanac 1950,” pages $8, 39) 


Unit 

November 
1935-89 = 100 Q15 
1935-39 = 100 225 
1935-89 = 100 260 
000 net tons 8,007 
000 net tons 5,387 
net tons 101,410 
net tons 50,725 
net tons 79,226 
000 gross 9,441 
million bd. ft. 3,356 
1945-47 = 100 110.9 
1935-39 = 100 307 
1935-89 = 100 284 
units 504,445 
1935-389 = 100 195 
bales 1,008,872 
million pounds n.a. 
million pounds 79.4 
1935-39 = 100 163 
1935-39 = 100 278 
short tons 542,823 
% of capacity 100.3 
% of capacity 101 
thous. of pairs n.a. 
millions 29,679 
1985-89 = 100 162 
000 net tons 44,950 
000 net tons 3,391 
000 barrels n.a 
million kwh 6,613 
000 dollars 1,087,062 
000 dollars 98,620 
000 dollars 103,789 
thousand cars 795.9 
thousand cars 386.7 
1935-39 = 100 n.a 
1935-39 = 100 291 
1935-39 = 100 228.0 
1929-31 =100 n.a 
1985-89 = 100 399.0 
thous. of lines 3,958 
1926 =100 171.6 
1926 =100 184.4 
1926 = 100 173.0 
1926 =100 164.9 
1926 = 100 183.7 
1926 =100 175.2 
1929 =100 221.9 
1929 =100 192.3 
1935-39 = 100 194.8 
1935-39 = 100 156.1 
1935-39 = 100 168.8 
1935-39 = 100 126.5 
1935-39 = 100 105.0 
thousands 51,192 
per cent 2.88 
million dollars 66,395 
000 dollars 228,501 
000 dollars 74,006 
million dollars 16,849 
billion dollars 231.9 
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196 
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August 


r 285 
682,782 
195 
807,840 
r 64.9 
85.1 
168 
267 
557,325 
r 100.3 

100 
48,770 
39,126 
159 
48,750 
4,417 
5,664 
6,331 
1,548,876 
92,516 
140,421 


Sita 


to Oh 


844.0 
393.8 
358.7 
335 

236.9 
286.9 
402.2 
3,791 


166. 
179. 
159. 
161. 
177. 
174. 
r 196. 
196. 
190. 
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147. 
158. 
120. 
104. 
49,771 
2.85 


~WASw 


65,464 
264,431 
133,820 

14,364 

225.4 

27,120 


®Annual rate 
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1949 Percentage Change 
Groves Deven e 11 Months, 
November Noveniber, Nowemtee 1 Monks 
1950 1950 1950 
173 0.9 +24.3 +13.1 
179 0.4 +25.7 +13.6 
181 -0.8 +43 .6 +16.1 
4,223 -8.4 +89.6 +25 .8 
2,722 -9.1 +97 .9 +22.1 
92,602 =Sue +9.5 +20.8 
48,500 -6.3 +4.6 +6.0 
65,055 -1.0 +21.8 +4.0 
7,375 -11.0 +28.0 +15.9 
3,097 -9.0 +8.4 +15.6 
67.6 +9.9 +64.1 +17.0 
Q17 +1.3 +41.5 +13.2 
206 $57 +387.9 +9.2 
381,874 =22.5 +3201 +27.3 
177 —0.5 +10.2 +10.9 
772,216 +20.8 +30.6 +24.2 
49.9 +16.3b +23 .0c +29. 5d 
75.7 =) fs) +4.9 +22.8 
160 -0.6 +1.9 +0.8 
243 +0.4 +14.4 +8.9 
508,896 —0.5 +6.7 +3.2 
n.a. -0.9 n.d. n.a 
93 -1.0 +8 .6 +13.8 
39,6774) +0.36 +11.0¢c +2.4¢ 
29,657 =) Fe +0.1 +2.5 
141 —2.4 +14.9 +9.4 
45,037 -11.9 0.2 414.5 
4,657 -21.4 —o7-2 42.7 
4,997 +0.2b +18.1¢ +5.8d 
5,545 +1.3 +19.3 +12.0 
957,761 —4.3 +13.5 +41.4 
69,249 +5.5 +42 .4 +19.2 
78,057 —28 .0 +33 .0 +79. 4 
666.7 a) +19.4 +7.6 
315.5 7.5 +22 .6 +9.3 
311.0 —2.5b +8.5c +5.4d 
278 0 44.7 +5.7 
223.1 -3.4 +2.2 +2.4 
307.5 —4.1b +8.9c +4.0d 
365.6 +1.0 +9.1 +5.9 
3,645 -14.0 +8.6 +4.3 
151.6 +1.5 +18 .2 +3.1 
160.4 42.3 +15.0 +4.2 
145.1 +2.2 +19.2 +2.0 
148.2 +0.9 +11.3 +2.8 
156.8 +3.3 +17.2 +1.4 
158.9 +1.6 +10.3 +1.9 
147.9 +5.0 +50.0 +23 .3 
161.8 +1.3 +18.9 +7.4 
185.7 +0.5 +4.9 +0.1 
129.1 -1.1 +20.9 +20.7 
136.5 -1.1 423.7 +22.6 
96.2 -2.1 +81.5 +19.2 
102.6 -1.1 +2.3 +10.8 
36,443 -15.5 +40.5 +91.0 
2.89 0 -0.8 -3.6 
53,350 —2.6 +24.5 +13.8 
182,931 -50.8 +24.9 -13.4 
35,125 3.6 +110.7 +298 .5 
13,760 +4.7 +22 .4 +3.2 
205.7 +0.3 +12.7 +7.4 
27,543 +1.3 +0.2 lee 


3Average daily 
aOctober, 1949 
eKstimated 


4Average weekly 
bPercentage change, September, 1950, 
n.a.Not available imi 
Sensitive industrial prices are in 


5F. W. Dodge 


pPreliminary 


Growth of Group Accident and Sickness Insurance 


300 


POLICIES 
IN FORCE 


200 anes 
: _ 
GIN aaa EMPLOYEES 
ee INSURED 
‘es oe BENEFIT 
—— PER EMPLOYEE 
100 C1 rarer 
1945 1946 i947 1948 1949 1950 


Indexjnumbers: 1945 =100 
Source: Life Insurance Association of America 


ORTY-FOUR STATE LEGISLATURES WILL 

meet in session this year and it is expected that 
many of them will consider bills for a system of com- 
pulsory disability or cash sickness benefits. 

During the last important state legislative year 
(1949), seventy-one such bills were introduced in 
sixteen different states. One of them was passed in 
New York and benefits have been payable under it 
since July, 1950. Another passed the Washington 
legislature, but was rejected overwhelmingly by the 
voters at a referendum in November. 

Four states in all now have temporary disability 

_ or cash sickness laws in operation. Besides New York, 
these are Rhode Island (1942), California (1946), and 
New Jersey (1948). In addition, the Federal Gov- 
ernment has provided such insurance for railroad 
workers since 1946.1 

Disability benefit laws provide weekly cash pay- 
ments to workers in partial compensation for loss 
of wages when they are temporarily disabled by a 
nonwork-connected illness or accident. Such laws 
are to be distinguished from unemployment compen- 
sation laws, which list ability to work as a require- 
ment for benefits, and from workmen’s compensation 
laws, which provide benefits for job-connected in- 
juries or diseases.?. Disability insurance in all the 
states except New York is coordinated with unem- 
ployment insurance and administered by the agency 
supervising that program. In New York, it is com- 


ISee “How Sickness Insurance Works on the Railroad,” The 
Business Record, June, 1950, pp. 222-4. 


"In six states (Idaho, Maryland, Montana, Nevada, Tennessee, 
and Vermont), there is a proviso in the unemployment compensation 
law that a claimant will not be considered ineligible if the illness or 
disability occurred after he has filed a claim and registered for work, 
so long as no work that is suitable, but for the disability, is offered 
and refused, 


TREND IN STATE 
DISABILITY BENEFITS 


pletely separated from unemployment insurance and 
is administered by the Workmen’s Compensation 
Board. 


METHOD OF INSURING 


The method of insuring changed significantly from 
the first law passed to the most recent. Rhode Island 
has an exclusive state fund with no provision for pri- 
vate insurance. New York provides for insuring 
through private means or a competitive state fund, 
with the emphasis on the private means. The Califor- 
nia and New Jersey laws, as well as the defeated 
Washington law, lie between these two types. They 
provide for a state fund but allow contracting out to 
private companies. 

There is a fourth type of law possible—one relying 
completely on private industry, with no provision at 
all for a state fund. Such a law would require merely 
that a certain standard of benefits be provided and 
would specify the maximum contributions that would 
be required from employees. The employer would 
provide the benefits either through self-insurance or 
insurance with a private insurance company. Aill- 
private bills have been introduced in several legis- 
latures but none has been enacted. 

An important distinction between contracting out 
and a competitive state fund should be noted here. 
Under a law providing contracting out, the employer 
is automatically covered by the state fund if he does 
not take steps to obtain private coverage. He is re- 
sponsible for the collection of taxes for the fund and 
his employees are eligible to benefits from it. Under 
a law providing private insurance plus a competitive 
state fund, an employer who fails to take positive ac- 
tion is without insurance and thus in violation of the 
law. The state fund in the latter case is merely a state- 
operated carrier which bids for coverage on a pre- 
mium-paying basis. 


TAX vs. PREMIUM APPROACH 


One’s attitude toward each of the methods of in- 
suring depends primarily upon his attitude toward 
socialization of the cost of disability insurance. Should 
the good risks help pay for the bad risks as is done 
under the tax approach? Or should the cost of the 
benefits vary in accordance with the hazard assumed 
as is done under the premium approach used in pri- 
vate insurance? 


THE CONFERENCE BOARD 


The monopolistic state fund works on the first 


_ premise and provides for a complete pooling of risks. 


) 


/ 


The system of contracting out theoretically combines 
the two methods. It provides for segregation of risks 
(and payment on a premium basis) for those em- 
ployers who contract out, and for some pooling of risks 
(and payment by taxation) for those who remain 
under the state fund. 

; Premium payments that vary with type of risk are 
implicit in the competitive—state-fund-plan and in 


. the all-private program. 


Although only one of the four states with disabil- 
ity benefits laws has an exclusive fund (Rhode Is- 
land), this is the method of insuring generally advo- 
cated by labor interests and the Federal Security 
Agency. The chief merits attributed to the exclusive 
state fund by its proponents are that (1) it provides 
for the widest possible pooling of risks, thus allowing 
all covered units to pay at a uniform (and minimum) 
rate of contributions; and (2) it obtains for the 
workers the greatest return per dollar of contributions, 
since its administrative costs are low owing to the ab- 
sence of acquisition expenses. 

Opponents of the monopolistic state fund take issue 
with both these claims. They question the desirability 
of a uniform rate of contributions and contend that 
what is saved by having no selling costs is more 
than offset by the burden of malingering. In criti- 
cism of a monopolistic state fund they add the charge 
of inflexibility, pointing out that flexibility is neces- 
sary for the development of plans that will meet the 
varying needs of employee groups. Advocates of an 
exclusive state fund, however, believe that these spe- 
cial needs can be met through supplementary cover- 


Outgo has exceeded income in half the years of full 
operation of Rhode Island plan.... 


7.5 


NET CONTRIBUTIONS ® 


BENEFITS 
5.0 


2.5 


i942 43 
Millions of dollars : 
Source: Rhode Island Department of Employment Security 


ESTIMATED 
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age; t.e., the purchase of private insurance in addi- 
tion to the protection provided by the plan. 

The controversy over the monopolistic state fund 
has been likened to the controversy over socialism 
generally. The case for it is usually to the effect that 
goods and services ought to be cheaper if provided 
by the government; the case against it, that govern- 
ment operation, without the checks and balances of 
the competitive system, would be more expensive in 
the long run and lead, in addition, to an eventual 
loss of political freedoms. 


RHODE ISLAND PLAN 


Rhode Island’s program is cited by both sides in 
the controversy over the exclusive state fund, and is 
regarded as typical of what is to be expected under 
a state monopoly. A glance at Rhode Island’s finan- 
cial experience with disability benefits shows that 
there has been a deficit during four of its eight years 
of full operation. (See chart. Benefits were first pay- 
able in 1943.) 

Despite these deficits, there was a sizable balance 
of $34 million in the fund at the end of 1950, 
mostly resulting from the transfer of $28 million pre- 
viously contributed by employees to the unemploy- 
ment compensation fund.” 

The 1944-1945 deficits caused the Rhode Island 


1Albert Pike, Jr., “Private Insurance Under Cash Sickness Laws” 
in The Journal of the American Society of Chartered Infe Underwriters 
March, 1950. 


*In 1946, Congress amended the Federal Social Security Act and 
the Federal Unemployment Tax Act to permit those states which at 
some time collected contributions from employees under state un- 
employment insurance laws to draw on these funds for temporary 
disability programs. Nine states had at some time levied such an 
employee tax and thus had funds against which to draw: Alabama, 
California, Indiana, Kentucky, Louisiana, Massachusetts, New Hamp- 
shire, New Jersey and Rhode Island. Rhode Island has drawn out its 
full $28 million. 


.... but fund is solvent thanks to $28 million transferred 
from unemployment insurance reserve 


40 


30 


20 


1950 


\ ESTIMATED 
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legislature to make a number of changes in the pro- 
gram. Pregnancy benefits, which previously had been 
treated as any disability, were limited to fifteen 
weekly payments. Combined benefits of employees 
collecting both workmen’s compensation and sickness 
benefits were limited to 90% of the average weekly 
wage instead of being paid in full without regard to 
each other. (The limitation has been reduced since 
to 85% of the average weekly wage.) The one half of 
one per cent employee contribution that was still be- 
ing collected for unemployment insurance was tem- 
porarily diverted to sickness insurance (July 1, 1946, 
to June 30, 1947), in addition to the one per cent 
contribution regularly collected, and claimants were 
required to prove their attachment to the labor force. 
(This last condition was eliminated in 1947.) 

Despite the tightening up of its benefit structure, 
Rhode Island remains the most liberal state in this 
respect. As is shown in the table, it is the only state 
that pays pregnancy benefits, that allows duplication 
of workmen’s compensation and sickness benefits even 
within the limitation of 85% of wages, and that al- 
ways pays benefits to workers who continue to receive 
wages. Without these extraordinary benefits, expendi- 
tures in Rhode Island would never have exceeded con- 
tributions. (Payments for sickness resulting from 
pregnancy approximate 30% of the entire cost of 
benefits each year.) 

In his 1950 proposals to the advisory council for 
revision of the Cash Sickness Compensation Act, Ad- 
ministrator Thomas H. Bride recommended that dual 
payments for workmen’s compensation and cash sick- 
ness be completely eliminated. He also suggested 
discarding pregnancy benefits and substituting a cash 
allotment for periods of time preceding and succeed- 
ing a delivery. But he has been making similar 
recommendations for several years and nothing has 
been done about them. 


STATE—PRIVATE PLANS 


The three other disability insurance laws are com- 
promises between a state monopoly plan and an all- 
private plan, each successive law granting a somewhat 
larger role to private enterprise. California rather 
grudgingly acknowledged a place for private insur- 
ance. It allows the employer to “contract out” only 
if the private plan provides greater benefits than the 
state plan and if a majority of employees consent 
to it. (Those who do not consent may be insured 
with the state fund.) New Jersey permits “contract- 
ing out” if the private plan is as good as the state 
plan and the majority of the employees agree to it. 
(The vote of the majority is binding on all of the 
employees.) In New York, the minimum benefits to 
be provided are the same for private companies as 
for the state carrier and the choice of insurer is up 
to the employer. Private plans account for about one 


half the coverage in California, almost three fourths | 


in New Jersey, and 95% in New York. 

The chief criticisms levied against these compro- 
mise laws are that they will result in adverse selec- 
tion of risks for the state fund and that they are 
costly. The danger that only employers with good 
risks will insure with private companies, leaving the 
bad risks to the state fund (thus depleting or bank- 
rupting the latter) has been guarded against differ- 
ently by each of the laws.1 California wrote in a pro- 
vision disapproving a private plan that would result 
in adverse selection of risks for the state fund. Women, 
older workers, the low-paid and the irregularly em- 
ployed are generally the bad risks who draw a rela- 
tively large amount of benefits. 

The “adverse selection” provision of the California 
law, however, is implemented only by the requirement 
that the private carriers must include at least 20% 
women. Although this has not prevented a higher 
proportion of bad risks for the state fund, California 
has been able to build up such large reserves that an 
additional hospital benefit was granted last year and 
it is likely that the weekly cash benefit will be con- 
siderably increased this year. 

New Jersey met the problem by levying, in addi- 
tion to the employee tax of 94%, an employer tax 
of 144% adjusted after two years by experience rating. 
It may then go as high as *4% if the employer’s 
claim losses are high, or go as low as 1/10% if his 
experience is good. An experience-rated employer 
contribution that varies the tax according to the 
risk would deprive the good risks of the cost incen- 
tive to contract out. However, the New Jersey law 
provides that should the state fund reserve fall below 
a certain danger point, all state fund employers would 
be taxed the full 24% no matter what their experience. 
If this happened, it is likely that the good risks would 
seek private coverage, leaving the state fund with 
the bad risks and a problem of insolvency. 

Adverse selection could occur in New York, by re- 
fusal of the private companies to accept the bad risks. 
These would remain with or gravitate to the state 
fund which has no choice but to cover them. It is 
the responsibility of private companies to see that 
this does not happen, and they have been warned 
that they must cover the poor risks as well as the 

“The logic for expecting adverse selection is simple. Assume that 
a state fund is based on a contribution of 1% of covered payrolls, 
paid by employers, employees, or shared by both. Assume further 
that the tax is forgiven for any group which contracts out for benefits 
at least as good as the state provides. Groups with better-than- 
average disability experience would benefit from contracting out, 
securing either the same benefits for lower cost or better benefits 


for the same cost. Groups with worse-than-average experience would 
benefit from staying with the state fund. In time, the state fund 


would consist of average and worse-than-average risks for whom the _ 


1% contribution, originally based on average expectancy, would not 
suffice. If that rate were raised, it would stimulate further abandon- 
ment of the state fund to the worst risks.” “Studies in Disability 
Insurance,” State of New York, Department of Labor, Special 
Bulletin 224, 1949, p. 87. 
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€ 


| good ones. According to information gathered by the 
Life Insurance Association of America, so far there 


has been no instance of a declined risk. 

The cost argument is the opposite side of the econ- 
omy argument presented by proponents of the mon- 
opoly fund. It is estimated that the administrative 
costs of commercial sickness insurance are about 19% 
or 20%, whereas the costs of a state fund are from 
5% to 10%. High expense ratios cut into the amount 
available for benefits to the insured. But the in- 
surance companies claim that their greater knowl- 
edge and experience guarantees that a larger part of 


the premium dollar goes to those whose entitlement 


to benefits is clear and unqualified, and less money 
is wasted through duplication and malingering. 


FUTURE OF THIS INSURANCE 


There are conflicting factors at work shaping the 
future of disability benefits legislation. One is the 
tremendous postwar growth in voluntary coverage. 
(See chart.) The number of employees insured under 


voluntary accident and sickness policies rose from | 


6 million in 1945 to more than 10 million in 1949. 
Such policies are now generally written for groups of 
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twenty-five or more employees, whereas a few years 
ago the minimum size group was fifty.1 Since the 
passage of the New York law, insurance companies 
in that state have developed policies for groups of 
four or more. These provide only the minimum bene- 
fits required by the law, and are regarded by the com- 
panies as a public service. 

Another factor is the effectiveness of the pressure 
for federalizing disability benefits. A federal law 
to “assure the development of a [temporary disability 
insurance] program which can provide reasonably 
similar protection to workers in all states, at reason- 
ably equivalent costs” was urged recently by an 
official of the United States Department of Labor.2 

And a third is the comparative experience under 
each of the four laws. Developments in these states 
will be watched with interest. 


Miriam Crvic 
Division of Business Economics 


1See “Company Group Insurance Plans,” by F. Beatrice Brower, 
Studies in Personnel Policy, No. 112, for an analysis of voluntary 
group-accident and sickness insurance programs. 

*Speech by R. G. Wagenet, Assistant Director, Bureau of Employ- 
ment Security, October 6, 1950. 


Compulsory Insurance for Temporary Nonoccupational Disability 


Provision Rhode Island 


California 


New York 


New Jersey 


SS eee 


Type of law 


State plan administered by|State plan, with substitution|State plan, with substitution 
employment security agency| of private plans permitted; 
in coordination with un-| administered by employ- 


employment insurance 


ment security agency in 
coordination with unem- 
ployment insurance 


of private plans permitted; 
administered by employ- 
ment security agency in 
coordination with unem- 
ployment insurance 


Private plans with competi- 
tive state fund. Special state 
fund for unemployed workers 
administered by state Work- 
men’s Compensation Board, 
which also approves and su- 


pervises private plans. Sys- 
temcompletelyseparatefrom 
unemployment insurance 


insuring|All employers insured with|Employers insured with state|Employers insured with state|Employers must arrange for 
| tla aiamtig the stats fund fund ‘intense and until agency| fund unless and until agency| benefit payments by pur- 
approval given to private approval given to private chasing a policy from an in- 
plan (insured or self-insured) } plan (insured or self-insured)| surance company or from 
the state insurance fund, 
or by self-insurance 


Same as for unemployment|Same as for unemployment|Same as for unemployment|Differs from unemployment 
a insurance ee arces of 4| insurance (employers of 1] insurance (employers of 4| insurance. Employers of 4 
or more in 20 weeks) except] or more and $100 payroll] or more in 20 weeks) except] or more in 30 days. Mari- 
that individual workers may| in any quarter) that individual workers may] time and state government 
apply for exemption on apply for exemption on| services excluded, and in- 
religious grounds religious grounds dividual workers may apply 
s for exemption on religious 
grounds 
‘ A P : 2 i ; u 
igibili ire- d ings in base|Covered earnings in base|Covered earnings in base/4 or more consecutive wee 
papa ecfa tal tations of $100 period of $300, and 30 times| period equal to 25 times] of covered employment (or 
weekly benefit amount if| weekly benefit amount 25 days regular part-time 
75% of base-period earnings employment) prior to com- 
are concentrated in one mencement of disability 
quarter 
Benefits 


$10-$25 depending on past|$10-$25 depending on past|/$10-$26 depending on past $10-$26 on basis of one-half 


piesevesmount earnings, plus hospital bene-| earnings average weekly wage in most 


es fits of $8 a day for 12 days recent 8 weeks in covered 
in benefit year employment. If average 
wage is less than $10, weekly 
benefit is the average wage 
Maximum duration {26 weeks 26 weeks weeks eee 
Maternity benefits Benefits for 15 weeks for a| None one 


pregnancy in two consecutive 


b. benefit years, except for un- 


usual complications as a 


result of childbirth 
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Compulsory Insurance for Temporary Nonoccupational Disability —Continued 


Provision Rhode Island 


Waiting period 
benefit year 


Benefits under private|No provision for private|Benefit rights greater th 


plans plans 


Disqualifying in- 
come 


California 


period of disability. If the 
individual is confined to a 


hospital while receiving 


benefit, this waiting period 
is waived 


under state plan—rights at 
least equal in all respects 
and greater in at least one 


New Jersey 


7 consecutive days for each|7 consecutive days for each|7 consecutive days for each|7 


period of disability 


benefits at least equal to 
state plan and eligibility re- 
quirements no more restric- 
tive, except that private 
plans already in existence 
may continue throughout 
the period of the present 
contract 


New York 


consecutive days for each 
period of disability 


an| Weekly benefits and weeks of| Weekly benefits and weeks of 


benefits at least equal to 
statutory benefits, and eligi- 
bility requirements no more 
restrictive except that pri- 
vate plans already in exist- 
ence may continue through- 
out the period of the present 
contract, and may be ex- 
tended by collective-bargain- 
ing agreement without meet- 
ing statutory conditions 


Workmen’s Compen-|Total workmen’s compensa-| Not eligible unless workmen’s|Not eligible for any period|Not eligible for any period 
compensation is less than} with respect to which work- with respect to which work- 
men’s compensation (other} men’s compensation (other 
than permanent partial bene-| than permanent partial 
fits for a prior disability)} benefits for a prior dis- 


sation tion and disability benefits 

for a week cannot exceed 
85% of average weekly 
wage on last job prior to 
sickness 

Wages 
thereof while not working 

Financing 


the weekly benefit amount; 
then the difference is drawn 


Eligible even though receiv-| Not eligible if receives wages, 
ing regular wages or part] unless wages are less than 


the weekly benefit amount; 
then the difference is drawn 


is paid or payable 


ability) is paid or payable 


No payment for period dur-|No payment for any day dur- 


ing which performs work for 
remuneration; if he con- 
tinues to receive wages while 
not working, benefits plus 
wages may not exceed regu- 
lar weekly wages prior to 
disability 


ing which performed services 
for remuneration or profit. 
If receiving remuneration or 
maintenance from employer, 
or fund to which employer 
contributed, benefits reduced 
by amount received; reduc- 
tion does not apply to 
voluntary aid from employer 


Employee contribution |1% of first $3,000 of annual|1% of first $3,000 of annual|0.75% of $3,000 of annual|/0.5% of the first $60 of 


wages formerly paid for un-| wages formerly paid for un- 
employment insurance pur-| employment insurance pur- 


Sasi poses 
Employer contribution] None 


poses 
None 


wages out of 1% formerly| weekly wages; maximum 
paid for unemployment in-| 30 cents a week 


surance 

State 
0.25% of $3,000 of annual 
wages. This may be modi- 
fied after July 1, 1951, by 
experience rating 


lan employers pay|Balance of cost 


Administrative ex-|6% of contributions alloted|5% of contributions allotted|6% of contributions allotted|State insurance fund as a 


penses to administration 


for administration of state 
fund. Costs attributable 
to private plans assessed 
against employers who con- 
tract out in proportion to 
covered wages; limit 0.02% 
of covered wages 


Disability during un-|No distinction between dis-|Special extended liability ac- 


employment 


ability benefits beginning] count in the state fund 


during employment or un-] financed principally by the 
employment. All payments} interest on workers’ contri- 


made from state fund 


\ 


Federal unemployment | $28 million 
trust fund monies 
- used! 


tNine states at some time collected contributions from employees under state 
unemployment insurance laws and deposited these contributions with the Fj 
Unemployment Trust Fund. In 1946, Congress amended the Social Security Act 
to permit these states to withdraw their past employee contributions for the purpose 


Sources: Bureau of Employment Security, United States Department of Labor; New Y: 
Department of Employment Security; California Department of Employment; Ne 


butions paid to the state 
fund from May through 
November, 1946, and au- 
thorized for withdrawal from 
the unemployment trust 
fund. If this is insufficient, 
private plans may be as- 
sessed their pro rata share 
of costs up to 0.08% of 
taxable wages 

$104 million authorized but 
only $200,000 drawn 


‘ederal 


80 


and Rhode Island are the on! 


for administration of state 
fund. Costs attributable to 
private plans assessed 
against employers who con- 
tract out in proportion to 
covered wages; limit 0.02% 
of covered wages 


carrier, limited to an ad- 
ministrative expenditure of 
25% of contributions. Ex- 
pense of administering pro- 
gram by Workmen’s Com- 
pensation Board financed by 
an assessment against all 
carriers, in proportion to 
covered wages; no limit set 


Special unemployment dis-|Fund established by tempor- 


ability account set up within 
state fund financed princi- 
pally by, interest on the 
employee contributions 
transferred from the unem- 
ployment trust fund. If 
this is insufficient, private 
plans may be assessed their 
pro rata share of costs up 
to 0.02% of taxable wages 


$50 million 


ary contributions from Jan. 
1, 1950, to July 1, 1950, of 
0.1% on the first $60 of 
weekly wages by both em- 
employers and employees 
(not more than 6 cents a 
week each). Thereafter this 
fund to be maintained by 
certain fines and penalties 
and, if necessary, assess- 
ments against all carriers, 
without limit 


None available 


of establishing state funds to pay cash sickness benefits. So far, California, New Jersey, 
R i y states that have taken advantage of this opportunity. 
The six other states with accumulated ie ie ee contributions are Alabama, Indiana, 


Kentucky, Louisiana, Massachusetts, and New Hampshire. 


ork Workmen’s Compensation Board; Rhode Island® _ 
w Jersey Department of Labor and Industry : 


THE CONFERENCE BOARD 


Es 


- >< 


ie il 


TRAVELING ABROAD? 
AND IN WHOSE SHIPS? 


The “‘nationality’’ of the ships you’re 
traveling on is a matter of concern 
to international trade. For, while our 
exports and imports of goods are im- 
portant to our entire economy, so too 
is our ‘‘invisible’’ trade with other 
countries. 


And the two interconnect. Dollars that buy our goods cannot buy our 
shipping space. Dollars earned from American travel abroad can be 
used to buy our goods—or other things. 


In 1947, the rest of the world had to find the dollars to pay us more 
than $1Y% billion for our net earnings on invisibles. Last year, we 
earned much less on these items (shipping, travel, investment income, 
and government and private outlays for services, rentals, royalties, 
etc.) 


The great changes that have occurred in our nonmerchandise relations 
are analyzed in detail in 
Invisible Trade of the United States 
in the Postwar Era 
This first in a new occasional series of Technical Papers has just been 


published by The Conference Board's Division of Business Economics. 
Copies are available upon request. 


What’s ahead for 1951? 


military spending is already on the rise... material 
and credit controls are getting a grip on the flow of 
civilian supplies . 


What will these and other major adjustments do to business? 
Will output and employment slow down during this meshing 
period? How fast can military production rise to take up 
any slack? 


How will fiscal policy affect business conditions? How large 
are the inflationary pressures? How tight the manpower 
supply? How loose the money supply? 


The fast-changing environment is making it more and more 
tough to plan for your business, but it makes such planning 
more important than ever. Get the views of a dozen experts 
on more than a dozen phases of the job in 


THE BUSINESS OUTLOOK, 1951 


in this newest STUDIES IN BUSINESS ECONOMICS, members of 
the Conference Board Economic Forum probe the impact 
of our new defense goals in terms of the major problems 
confronting business this year. 


